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BRITISH EXPERIENCE WITH EXCESS PROFITS 
TAXATION 
By Rospert Murray Haire 


Columbia University 


The only invention of consequence developed during the war in the 
field of finance is the special taxation of excess profits. This inno- 
vation has proved itself to be a remarkably effective device for pro- 
ducing large revenues and has achieved a degree of popularity with 
the public generally because of various economic and social effects 
which have been attributed to it. The question is now sharply raised 
regarding the future of this tax. There are those who believe that this 
highly specialized war machine should be abandoned on the battlefield 
as incapable of performing any useful function in time of peace. 
Others believe that this particular sword may be beaten into a plow- 
share, or, in more modern phraseology, that though designed as a tank 
this tax can be made to operate efficiently as a tractor. To arrive at 
a wise solution of this question is the most important fiscal problem 
of the present Congress. 

Recently those who favor the abandonment of the tax have begun 
an active agitation for its immediate repeal. A report of the Cham- 
ber of Commerce of the State of New York urges the “elimination of 
taxes which tend to interfere with the accumulation of industrial capi- 
tal”? and the interpretation of those who prepared the report makes 
it clear that the excess profits tax is the particular object of attack. 
The National Association of Credit Men has urged that the tax be 
repealed in such a way that it will not apply even to 1919 incomes. 
Even the Secretary of the Treasury has joined the opposition and in 
his report, made public on December 4, recommends the “elimination 
or reduction” of the excess profits tax. His indictment of the tax 
reads: “It encourages wasteful expenditure, puts a premium on over- 
capitalization and a penalty on brains, energy, and enterprise, dis- 
courages new ventures and confirms old ventures in their monopolies. 
In many instances it acts as a consumption tax, is added to the cost of 
production upon which profits are figured in determining prices, and 
has been, and will, so long as it is mairitained upon the statute books, 
continue to be, a material factor in the increased cost of living.’”* 

On the other hand, representatives of the large farm interests have 

1 Report on High Cost of Living, p. 5. 

2 New York Times, December 4, 1919. 
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ing, what they consider to be its advantages and disadvantages, what 
they think its economic effects have been, how they meet some of the 
technical problems which trouble us in the administration of our law, 
and how they expect to decide the question as to the future of profits 
taxation in their country. A report, soon to appear, will present in de- 
tail the results of this investigation. This paper summarizes some of 
the more significant of the conclusions. 


Contrary to the general impression, the British do not expect to 
abandon their profits tax. Instead they plan to refine it and put it 
on a permanent basis. This statement would doubtless occasion some 
surprise even in England, for most business men and others not closely 
familiar with details of the government's fiscal problem appear con- 
fident that in his next budget speech Mr. Austen Chamberlain will 
entirely abolish the tax which last year he reduced from 80 per cent 
to 40 per cent. A careful examination of what Mr. Chamberlain said 
when he introduced the 1919 budget shows that, far from promising 
the abandonment of the tax, he definitely forecast its continuance in 
some form. What the investigator learned in the course of his survey 
has convinced him that within the next few months excess profits tax- 
ation will be firmly established as a part of England’s peace-time fi- 
nancial system. 

This forecast assumes that there will be no unexpected political de- 
velopments such, for example, as the sudden accession to power of a 
Labor government before next budget time. If the Labor Party 
should win control, a heavy capital levy will probably be attempted 
instead of the continuance of profits taxation. Indeed a modified form 
of capital levy is not beyond the range of possibility even though 
there is no change in the political complexion of the government. 

The significance of this news, interesting though it is, may easily b= 
overestimated. That England, with her more desperate financial 
situation, expects to resort to profits taxation to balance her budget is 
no reason of itself for the continuance of that form of taxation in this 
country. If the British tax is to persist, it is not because the officials 
are attracted to the system on the ground of administrative advantages. 
Indeed Somerset House will approach the task of placing this tax on 
a permanent basis with a spirit of humility and a heart full of fore- 
boding. It is not because the business community likes the tax. On 
the contrary the business men become rampant at the mere mention 
of the possibility of the tax being made permanent. It is not because 
the public generally is enthusiastic about the measure. The belief that 
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quently in the proposal which at present holds most promise of being 
enacted into law the British have incorporated the invested capital 
standard. 

If the British continue profits taxation they will make the rates 
moderate as compared with the war tax. It will be recalled that at 
its peak the British excess profits duty carried a rate of 80 per 
cent on the excess over the pre-war standard. It is said that at one 
time of political crisis during the war a rate of 100 per cent 
was seriously proposed and was only avoided by the insistence of the 
officials of the Inland Revenue that such a tax would be impossible 
to administer. It must be borne in mind also that the income tax of 
6 shillings in the pound, or 30 per cent, applies to what remains after 
the excess profits tax has been collected, as compared with our own 
corporation income tax of 12 per cent, reduced this year to 10 per 
cent. This fact together with the differences in practice with regard 
to the taxation of appreciations in property values and the alternative 
rates under the American law make impossible an exact comparison 
between the weight of the English and American taxes. Their 40 
per cent rate applying this year is expected to yield about £50,000,000. 
The probability is that the British will attempt to continue indefinitely 
the yield of the tax at about this figure. To secure this sum by a 
profits tax with an invested capital standard it will apparently be 
necessary to levy progressive rates on a scale which corresponds very 
closely with that of our 1917 excess profits tax law. The British 
expect to be able to administer successfully a tax of this weight. 

The British proposal meets a number of the difficult problems con- 
nected with profits taxation in a manner which is in some instances 
suggestive. For example, they can see no justice in making the tax 
apply to corporations only as is the case under our present law. 
Again, they feel that the problem of business concerns with little or 
no invested capital can be fairly well met by utilizing a sliding scale 
of salary allowances instead of exempting them as we do. The dis- 
tinction between a profession and a business is one which troubles 
them sorely, but nevertheless they consider it possible to establish the 
differentiation in a fashion approximately equitable. The fact that 
appreciations of property values are not considered taxable income in 
England raises a problem for them which has not troubled us seriously 
here. If they are to recognize as invested capital the full amount 
paid for assets, tangible and intangible, by the purchaser of a business, 
they realize that their new tax would be widely evaded unless it were 
coupled with some type of special increment tax upon the profit from 
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rendered unavailable for this purpose and consequently business in 
the aggregate must be less well established and safeguarded than 
would have been the case had the tax not been imposed at all. 
Whether they are less well established and safeguarded than they 
would have been under some alternative tax producing the same reve- 
nue is open to question. 

Precisely what effects the profits duty has had upon prices it is 
impossible to say. The English newspapers are full of complaints 
placing upon the tax a large part of the responsibility for the pre- 
vailing high prices. Sidney Webb asserts that such statements, so 
far as they refer to commodities not under government control, spring 
from “sheer ignorance” and most of the economists agree with him. 
Business men, however, almost universally testify that the tax has in- 
fluenced them to increase their prices. They claim that by a curious 
inversion the tax, designed in part as a corrective of excess profits, be- 
comes itself a cause of excess profits. But in some of these cases one 
suspects that the tax has been seized upon as an excuse for monopoly 
prices which would be just as high in the absence of the levy and that 
the argument represents at once an apology for past greed and a plea 
for future exemption from just burdens. One manufacturer told the 
investigator that his concern, suddenly finding itself after a number of 
lean years in possession of a large stock and confronted with a demand 
so great that it could not possibly meet it, was in a position where it 
could ask almost any price it chose for its product, and the fact that 
the profits duty had to be paid influenced his directors to charge a 
higher price than they otherwise would have asked. Such tender- 
hearted tyros at profiteering who depend on the tax to give them moral 
courage to charge what they can get for their goods in the market 
are probably rare economic phenomena and, moreover, unless they 
happen to be selling directly to the consumer‘ anything they refrain 
from adding to their price is probably added to it by the next man in 
the marketing chain, so that the ultimate retail price is no lower. 

On the other hand, another manufacturer testified that he had de- 
liberately reduced his prices to avoid the tax, expecting by offering his 
goods at very reasonable rates to build up a good will which would 
yield added returns later when the profits tax had disappeared. 

It is not easy to understand how a tax which is imposed only after 
moderate profits have been accumulated can operate in an important 
and direct fashion as a cause of high prices, if the market is freely 


4 This point has been convincingly stated by Dr. T. S. Adams on various 
occasions. 
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opportunity for establishing a large number of branch agencies which 
would for the first few years be losing ventures. If the excess profits 
duty has depressed those businesses which promise quick returns it 
has at the same time stimulated other businesses which offer deferred 
profits. 

Renovations and repairs are made on a lavish scale. To paint one’s 
establishment with one’s taxes is the accepted procedure. Greatly 
increased salaries are paid, especially in the case of those employees 
who will be likely to remember the employer’s generosity and tacitly 
accept it as advance payment of salary. One foreman chuckled over 
the four entirely unexpected and admittedly undeserved bonuses which 
had fallen into his lap during the last year. 

These expenditures for purposes which promise future rather than 
present returns shade off into mere wasteful extravagance. When the 
government took £86 out of the £100 of an excess profit (that is, 80 
per cent profits duty plus income tax at six shillings in the pound) the 
tendency was to buy any article selling for £100 which had a value 
to the taxpayer of £14 or more. Even with the profits tax rate re- 
duced to 40 per cent, the income tax and profits duty take together 
58 per cent of the excess profit. As one business man remarked, there 
seems to be some magic about the 50 per cent mark. If the govern- 
ment takes more than half of the pound of profit, abuses develop. 

In England when one concern buys out another the pre-war records 
of the two concerns are amalgamated and form the standard by which 
to measure the excess profits of the combined businesses. This has 
led to a lively traffic in bankrupt or near-bankrupt concerns which 
were prosperous before the war. There is competition for the privi- 
lege of using the pre-war records of these unprofitable businesses. 

There has also been a very strong tendency to escape the tax by 
undervaluing inventories. One merchant cites the case of a business 
he had recently acquired where the stock valued for tax purposes at 
£3000 was easily worth nearly double that sum. A large manufac- 
turer testified that materials in the process of manufacture had al- 
most disappeared from the accounts of many plants, such items be- 
ing easy to manipulate with little danger of detection by the officials 
of the inland revenue. 

All accounts agree that there was comparatively little outright eva- 
sion of the profits duty during the war. Since the armistice, however, 
an entirely different spirit has been present. Whereas before eva- 
sion of the tax was considered little short of treason, the circumven- 
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taxpayer desires an appeal he is neither compelled to complain to 
those who have perpetrated the alleged wrong against which he is 
protesting nor forced into a court of law. He may instead lay his 
case before a board made up of men who are not treasury officials 
at all and who will decide the issue in the spirit of arbitration. More- 
over this is done near the taxpayer's home. It is not necessary to 
make a long and expensive trip to the capital of the country. 

To meet certain of the general problems connected with the admin- 
istration of the excess profits tax, the British established a Board of 
Referees. As originally set up, this tribunal was to consider only ap- 
plications for increases in the statutory percentages allowed as a 
credit on capital invested in industries surrounded by conditions which 
merited special allowances. Only the representatives of entire indus- 
tries were heard. This Board has earned an enviable reputation for 
itself and its functions have recently been considerably enlarged. 

Much of the favor which was attained by our Excess-Profits-Tax 
Reviewers and by our Advisory Tax Board was due to the fact that 
they had a certain aloofness from the Treasury. They did not take 
the ordinary bureaucratic attitude toward the problems put before 
them. In spite of the fact that they were Internal Revenue officials 
they could be counted upon to take a large, unbiased view of the tax- 
payer’s problem. The discontinuance of the Advisory Tax Board is 
exceedingly regrettable unless its temporary absence makes it even 
more easy to secure some arbitrating body of a character similar to 
that of the British Board of Referees. 

The British have avoided many of our difficulties by a greater broad- 
ness and flexibility in their statutes as well as in their administration. 
Illustrations of their common-sense view as contrasted with the policy 
of strict adherence to book facts are the provisions permitting the de- 
duction in a given taxable year of repairs postponed because of ab- 
normal conditions and the scheme for allocating the income from 
a long-term contract over the entire period of accrual. 

In a complete and well-considered estimate of the success of the Eng- 
lish duty it would, of course, be necessary to take into account both the 
tremendous productivity of the tax and the very important rdle it has 
played in reconciling labor to a program of war production. The 
duty owed its existence very largely to the necessity of placating 
labor. But for its success in this direction the war might have been 
lost. 


In neither England nor the United States are the possibilities of the 
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of ther t 

The main co yn from British experience with 
profits ixation y as follows: 

1. In Englan h of profits taxation to con- 
template its cor rinciple of such a tax, tersely 
described D reliminary skimming of the 
richer « ils to them as worthy of 
incorporation i m in view of their present 
difh nn 

2. They x with its standard of pre- 
war earnings t late. Some adaptation of 
ny own stand heir opinion the best test 
to apply in seck richness of the crocks of 
cre 

Chev ap rentiation between classes of 
business and s} lividual cases are essential 
in a tax of this t apply with full rigor to 
profits won a s of cream appear to be 
richer than they bility can, they believe, be 
introduced in pa f a body like their Board of 
Referees wit] applying to industries as 
1 wl in statute and in admin- 
istration) wit] of hardship. 

by Mr. George E. Holmes, 
of the N York 
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4. The tax, they believe, must be reasonably light. British ex- 
perience confirms our own that a very heavy tax inevitably leads to 
extravagance, which reduces the total amount of cream available for 
skimming. 

5. The tax to be successful must be permanent in character. The 
English realize that a temporary tax can be easily avoided. The pro- 
duction of the cream can and will be postponed by a variety of de- 
vices if there is a rational certainty that the skimming policy is 
shortly to be abandoned. 

6. Finally, they concede that such a tax bristles with administrative 
difficulties so great as to challenge the skill of even so admirable an 
organization as England’s civil service. The British, however, feel 
that their service will successfully meet the challenge. 

The application of these conclusions to our own fiscal situation and 
the formulation of a definite recommendation as to what we should do 
about continuing profits taxation involve an analysis too elaborate 
for complete presentation in this paper. The writer may be permit- 
ted, however, to point the moral which he thinks should adorn the 
tale, even though there is not time to tell the entire story. 

1. The Secretary of the Treasury insists that total tax revenues must 
not be reduced for the present. Congressional leaders seem disposed 
to agree with him. The abolition of our profits tax is consequently 
dependent upon the production of a more attractive substitute. The 
two proposals which have thus far appeared are Senator Smoot’s gen- 
eral sales tax and Secretary Glass’s increase in the normal income tax 
rate. Neither of these methods would raise the sums now produced 
by the profits tax without involving, in the opinion of the writer, 
worse evils than those which we are now enduring under our profits 
tax. However, the evils of the two suggested alternatives are of the 
type which immediately and primarily affect the general public rather 
than the business classes as such. A sales tax woald involve, in a 
word, a consumption tax whose burden would be distributed for the 
most part in a haphazard and unscientific manner in the form of in- 
creased prices. On the other hand, an increased normal income tax 
rate would have many ill effects. In the first place it would put an 
enormously increased strain on the already wobbly administration. An 
increase in the normal rate to, say, twice or three times the present 
rate would make the income tax alone a more different administrative 
problem than the present combination of income plus profits tax. It 
would, unless coupled with some complicated system of abatements, 
eliminate the progressive principle from the lower ranges of income 
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tax rat , t importance. Finally, its 


net effect w borne by investors to 


earned incot group hardest hit by the 
present inc! i with either of these alterna- 
tives the writer | er to continue the policy 


of skimmin 


2. However, tl ent revenue yield should be 


maintained. The v hallenged in a much more 
vigorous manner one. The present yield 
should not be ma irge portion of it is to go 
for amortization ful whether it should be 
maintained even if rgestions for a national 
budget and for a n some saving, but in 
addition to this the: or! Congress the necessity of 
rapidly reducing ou [he road to ruin” should 
be turned into a d renchment here as has been 
done in England. liture would make possible a 
reduction in exce would go far toward elimi- 
nating the objecti nt to that tax. 

Certainly we sh »f continuing profits tax- 
ation, however, wu take radical action in the 
direction of the ii tration. Indeed improve- 
ment in this directi tive of the question of the 
continuance of th I tax itself is to be saved 
from a degenerat neral property tax in our 
states today, somet build up an organization 
which, without th le, cost, and irritation to 
the taxpayer, will 1 satisfactorily what tax- 
able income is. I1 t at the feet of the British 
and learn what th pecially should we strive to 
secure for « 11 assessments by skilled, 


permanent, respon i their system of appeal and 
review conducted ration by persons not con- 
nected with the T: 

The appeal syst without great difficulty and 
delay. The asses be established only through 
the general impr rvice. Support should be 
given to both by lesirable to continue to raise 
sur federal revenu r incomes or profits. 
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IMMEDIATE FUTURE OF THE EXCESS PROFITS TAX 


By T. S. Apams 
Yale University 


In discussing this subject I make one assumption and state five 
premises which represent in my opinion not only facts, but the pivotal 
and controlling facts. The assumption is that under existing condi- 
tions there is no excuse for immediate reduction of the tax revenue. 
The facts or premises referred to are as follows: 


I. Tue Facts 


1. There is an imperative need for immediate simplification in the 
system of internal revenue taxes. The unvarnished truth is that the 
income and profits taxes are so heavy and so intricate that a sufficient 
number of auditors and experts cannot be secured by the government 
to audit, assess, and settle old claims as fast as new claims are created. 

2. The old tax claims must be cleared up and definitely settled. At 
present the taxpayer never knows when he is through. New rulings 
cause old returns for a number of years back to be re-examined and re- 
opened. Many of the largest tax returns for 1917, the first year of 
the war, have not been audited. The Commissioner of Internal Reve- 
nue estimates that a thorough audit of these old assessments would re- 
sult in additional revenues of many hundreds of millions of dollars, 
_ positively more than a billion dollars. These old claims should be 
cleared up not only for the revenue which they represent, but to give 
that certainty to the taxpayer without which the development of in- 
dustry and business must be seriously impeded. 

8. These old claims arise chiefly under the income and profits taxes. 
These are the huge pillars of our financial temple. At present they 
are seriously awry. The excess profits tax does not apply to individual 
business men, partnerships, or personal service corporations ; it is con- 
fined to a fraction of the corporations of the country. The income tax 
on the other hand, so far as the heavy surtaxes are concerned, does not 
apply to the undistributed profits of corporations. A partnership (or 
the members thereof) may pay hundreds of thousands of dollars more 
taxes than the owners of the business would pay if it were in corporate 
form. Per contra a given corporation may pay indefinitely larger taxes 
than its immediate competitors organized as partnerships. J. P. Mor- 
gan & Company is a partnership, but many of its principal competi- 
tors are corporations. Macy & Company of New York has been 
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until recen . Vanamaker, Gimbel Brothers, 
and most of th res are corporations. The 
taxes Uj the t rganization may differ indefi- 
nitely. We hav taxation, whereas we should 


have but one. 


1. Whatever t of the excess profits tax, 
it cannot persist only to a portion of the 
corporations of t rlying principle is sound it 
should be applied I apable of earning “excess 
profits. 

Whatever x, it cannot persist with its 
heavier rates a} uals, partnerships, and non- 
corporate taxpay} eem to me practically sel f- 
evident. 

SATS 

If the preceding resents a correct diagnosis of 
the situation, we excess profits tax to cover all 
forms of business nd subject corporations to a 
full-fledged inco1 lieve, is the only practicable 
alternative. The conclusion is found in the 
fact that the exc pon the administrative ma- 
chine a burden t y carried. The excess profits 
tax applies to th n excess of a normal return. 
Whether this norn upon the basis of past profits, 
invested capital, letermined safely after close 
study of individua , the government cannot se- 
cure the requisite litors to keep pace with the 
multiplying asses reason, the excess profits tax 
must be repealed n administrative log jam. 

But it will not the excess profits tax. Cor- 
porations, in order thing like an equality with 
individuals and } r an additional tax roughly 
equivalent to the buted profits paid by sole pro- 
prietors, the men nd the stockhulders of per- 
sonal service cor} nal tax should apply only to 
undistributed prof should be treated as a de- 
duction after the rofits or war profits credit. 
They should be ex ibject to the normal tax as 
part of the corpor urtaxes as part of the incomes 
of the individual s | this proposal is designed to 
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place corporations and partnerships upon an equality. To accomplish 
this end I should recognize a constructive or pro forma declaration of 
dividends for purposes of taxation, without requiring the cash to be 
actually distributed. This would permit a corporation to place itself 
upon an equality with its non-corporate competitors if it so desired, 
while retaining such part of its net income as prudence suggested 
should be used in extensions or development. 

The proposal at this point is important enough to illustrate in some 
detail. The normal tax upon individuals is 8 per cent and upon cor- 
porations 10 per cent. Incidentally I would equalize this by leveling 
up, and make the normal tax in both cases 10 per cent. Then I should 
place an additional tax of say 20 per cent upon the undistributed 
profits of the corporation ; but if the corporation preferred, it would be 
permitted to issue either a stock dividend or what might be called a 
“constructive dividend” or “certificate of interest,” which would bring 
about the taxation of its undistributed profits in the hands of the stock- 
holders and thus relieve the corporation of the additional tax while at 
the same time it left the funds in the corporation’s hands for use in the 
business. The legality or constitutionality of such a law would prob- 
ably be questioned. But I see no reason to believe that the courts would 
interfere with a provision of this kind when its adoption is entirely 
voluntary on the part of the corporation. In any event, it could easily 
be provided, if either the stock dividend or the proposed “constructive 
dividend” is held to be exempt from taxation to the stockholders, that 
the corporation should be subject to the additional tax on undistributed 
profits. 

An additional tax of 20 per cent would go far to replace the excess 
profits tax. It might yield quite as much as the present excess profits 
tax. We must remember in this connection that while the aggregate 
corporate income for 1919-1920 will probably fall considerably below 
the high war levels of 1916-1918, the invested capital of the corpora- 
tions—upon which the exemption or deduction depends—has been 
steadily and rapidly increasing. Furthermore, corporations are rapidly 
acquainting themselves with methods of lawful evasion, particularly the 
substitution of preferred stock for bonded or other indebtedness. 

It is time to abandon the excess profits tax, not only because it is 
too complex and discriminatory in its application, but because it is los- 
ing its productivity. 

As an essential part of the practical plan which I am proposing, 
Congress should authorize the Commissioner of Internal Revenue, or 
a tax board, to make final settlements of all existing tax claimr. Noth- 
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ing can be mor rom every practical standpoint. 
These claims ) apprehension and doubt. A 
congressional » would in my opinion be a 
blessing to ti : ho} They represent in addition 
a vast source > justification for the adoption 
of new taxes, f obviously imperfect old taxes, 
while there ar ck taxes still to be collected. 

In conclusi i that the conclusions which I 
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THE EXCESS PROFITS TAX—DISCUSSION 


Davin Frivay.—Nothing which I have read for some time has given 
me such satisfaction as the statement in Dr. Haig’s paper that the 
British do not intend to abandon their profits tax. A tax on differen- 
tial profits was an experiment that many of us had wished to see tried, 
even before the European war. It seemed an utterly vain hope until 
the exigencies of war finance brought the thing into being in England 
and later in this country. I hope that it will be continued, and believe 
that if the facts with respect to profits are fairly and honestly dis- 
closed to the public, there will be a general demand for its continuance. 

We had long suspected that the workings of the price system played 
queer pranks when it came to the distribution of incomes and of wealth. 
In an industrial society so complex as ours, subject to the effects of 
wind and weather, of wars and rumors of war, and of the business 
cycle, the results of the price system upon profits were suspected to be 
not simple, uniform, and predictable,—normal if you please,—but to 
result in variations in profits and incomes that were largely fortuitous. 
To correct this accidental by-product of the workings of markets, com- 
petitive and otherwise, many of us favored a tax on differential profits. 

That our suspicions with respect to the lack of uniformity in the 
ratio of profits to capital and in the predictability of those profits were 
warranted, at least for the period of the war, is proven by the statisti- 
cal by-product of the tax. A glance at Table I will make this clear. 


Taste I.—Percentace or Net Income ro Investep Capirat: 1917 
__(1244 Corporations) 


Mining and Railroads and , 
Per cent manufacturing Mercantile public utilities Financial 
—— Net Net Net Net 
capital e e e e 
P No. income No. income No income No. income 
(3 000) ($ 000) ($ 000) ($ 000) 
Under 10 177 56,787 78 18,567 88 | 350,418} 24 7,237 
10 to 15 110 180,679 49 51,462 12 71,112} 14] 16,305 
15 to 20 132 317,973 46 52,286 3 21,019 3 717 
20 to 25 92 818,452 30 77,080 3 2,007 3 3,063 
25 to 30 75 172,366 21 6,854 0 ome 0 dine 
30 to 40 85 461,941 22 8,995 0 seeee 0 sne-e 
40 to 50 48 | 1,079,590 ll 6,792 0 aprer 0 aoe 
50 to 75 49 151,036 12 27,129 1 2,493 0 _ 
75 to 100 16 35,758 4 189 3 18,282 0 dani 
Over 100 19 54,352 ll 10,180 2 1,310 1 123 
Total | 803 | 2,999,934 | 984] 259,533| 112| 466,640| 45| 27,444 
Income tax.... 28,233 5,015 14,306 54 
Excess profits tax 548,124 $1,751 13,443 1,054 
576,357 86,766 27,749 1,108 
Per cent of taxes ; 
to net income 20 14 6 4 
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What is th - the 803 mining and manufac- 
turing corporat mercantile corporations show 
more uniformit more closely around 20 per cent, 
but surely any . 1 by the figures for this group 
ig not consonan ility even for the corporations 
lying between ay nothing of the group earn- 
ings between ny further proof is needed of 
the wide va ne to invested capital see the 
testimony of S he Ways and Means Commit- 
tee. August 14 f Professor T. S. Adams, same 
day and plat 

But Table | year in which war profits were 
enormous Ih | corporations of the United 
States rose fr 13, the highest prewar year, to 
$8 600,000,000 00 in 1917. The profits 
for 1917 may, to have been abnormal. But 
investigation sl ! yf profits is different in the 


prewar years, tl ; great. Table II and Table 
as W il as 
1911-1913 


Earnings 
exceed 
expenses 


$13,924,565 

20,019,366 

26,698,860 

89,182,492 

81,654,480 

13,550,727 

l 20,360,554 
13,127,724 

( 169,646,931 


$348,165,699 


Ta To INVESTMENT! 
ment, $406,830,000) 


Pe r cent Number of 

‘ rned corporations 
Less 4 26 
16 
8 30 1] 
10 t 40 7 
12 t r 4 10 

1 Data from J Trade and Public Service Invest- 
ment, ime n 
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Taste 1V.—Ratio oF Earninos To INvestMeNT or 237 SHo~ Manvuracrurino 


Companies! 
Number Per cent earned 
Amount of investment of 
companies | 1914 | 1915 | 1916 | 1917 
Under $100,000. 85 12.8 14.6 81.5 26.5 
$100,000 to $250,000........... 56 16.7 | 15.8 | 252 | 22.5 
$250,000 to $1,000,000.......... 74 15.5 15.2 26.6 25.0 
$1,000,000 to $3,000,000........ 14 15.0 | 155 | 263 | 203 
Over $3,000,000 .........cceeee 8 14.7 14.6 25.4 26.3 
237 15.1 | 15.0 | 261 | 


~1Data from Report of Federal Trade Commission. 
Taste V.—Rates or Earnincs oN INVESTMENT oF 15 CoMPANIES 
Inctupep 1n Taste IV. 


Company | 

nemben 1914 1915 1916 1917 

1 —6.80 | —15.76 .98 29.03 

2 20.92 41.80 38.36 24.15 

3 4.94 9.16 12.32 6.83 

4 16.89 24.52 43.13 15.44 

5 20.65 10.67 29.92 9.06 

6 24.61 52.67 72.07 23.68 

7 —4.70 49.70 —5.80 —28.21 

8 15.83 14.03 18.09 18.82 

9 —$.35 4.53 4.95 

10 7.82 14,82 37.45 $0.14 

25.66 24.22 26.37 24.22 

12 10.88 1.20 14.36 8.66 

13 61.33 —26.03 88.62 —24.87 

14 52.99 36 95.08 62.91 

15 17.29 —6.75 157.88 142.47 


published earnings of industrial corporations. I have tabulated the 
earnings of 224 of these for the years 1911 to 1916. The average 
earnings of these corporations for the five years 1911 to 1915 in- 
clusive were $493,600,000. The lowest earnings of any single year 
were in 1914 and amounted to $381,000,000; the highest were in 1915, 
being $663,000,000. When the three highest years for each corpora- 
tion are taken, it turns out that their average earnings, arrived at by a 
combination of these three highest years, amounted to $745,400,000, 
while the average earnings for the two lowest years were only $116,- 
100,000. "hese statistics leave little doubt that the range of fluctua- 
tion in the ratio of income to capital is greater than most of us had 
expected. Even in the case of so conservative and stable a business as 
banking, the reports of the Comptroller of the Currency disclose a sur- 
prising range of fluctuations. In an industrial system like ours there 
are, at all times, excess profits, fortuitous in nature. If some portion 
of these be taken, we leave profits nearer that normal which is as- 
sumed to result from the workings of the competitive market. 
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hest be only in years when they 
x them of as much of the 
b Even in the prosperous 
vear 19]7 hose returns to the Com- 
n , income and in most cases 
showed ; had paid state and local 
taxes 1 have been more wise and 
more jus yrporations which showed 
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in that year as in the pre- 


Fina : see the excess profits tax 
contint f product. This could not 
of its nuation, but I confess that 
it influences my r. The inadequacy of our 
data « ng xcess profits tax returns of 
1917 have taug rn much more from the 1918 
returns. If th cade we should then have 
data w res} well as in war times, and 
pr 


lequate theory of profits; 
principles underlying the 
all industries from year 
same year. In 1918 indi- 
viduals and cor] Bureau of Internal Revenue 


net inc “ iting all duplications. Of 
this am p14 siness profits. It is farci- 
cal to 1 t planation of the distribution 
of wealth and litt] 


e about the underlying 


its tax is to be retained as a 
tant question concerns itself 
nvested capital. The defi- 
enue Act of 1918, Sections 
95-39 is now s very defective. It lays too 


great e! S lvantage to be taken of the 
accident of reor prior to March 8, 1917; 
it treats intang tents, trade-marks, and good- 
will) in too arbit s too much real capital and 
inc iggestions I offer are five in 
numbe1 of them, which is that the 
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definition of invested capital, forming the basis of the tax, should be 
uniform without regard to whether or not the aggregate amount of in- 
vested capital is thereby increased. 

1. The total value, as at March 1, 1913, of all the assets used in 
the business of a corporation in existence on that date should be in- 
cluded in the invested capital of that corporation. 

This comprises not only the actual value of the tangible property, 
but also the value of the intangible property,—goodwill, patents, etc., 
—whether or not the asset was carried on the books of the corporation. 
In this way only can the variety of organizations and methods of 
financing be placed on the same level. By this means the old, con- 
servative corporation will stand on a parity with the reorganized, per- 
haps overcapitalized, corporation; the corporation which has not capi- 
talized its intangible assets will not suffer in comparison with the one 
that has. One great discrimination, if not the greatest, in the present 
law will be avoided. This is not a new idea. It was suggested when 
the present statute was in its formative stage, and was discarded at 
that time for fear that the resulting capitalization would be so great 
as seriously to reduce the excess profits intended to be reached by the 
tax. This objection has more apparent than real merit. The amount 
of revenue should be controlled by the rate of the tax, not by the base. 
The base should be uniform in its application. It then becomes imma- 
terial whether the base results in a great or small aggregate capitali- 
zation, in comparatively big or little taxable excess profits. The rate 
will take care of the tax; the base will take care of equalizing the 
burden between taxpayers. 

No great administrative difficulty need be feared in determining the 
value of assets as of March 1, 1913. This is done in many cases today 
for the purpose of computing the profit on the sale of assets, or de- 
preciation, or depletion. The principles to pe followed in ascertaining 
the value of goodwill are well-established and uniform rules can readily 
be laid down. 

2. Borrowed money should be included in invested capital. 

For the purpose of a business tax,—such as the excess profits tax 
really is,—the real capital used in producing the taxable income should 
be considered in applying the measure of the tax. Conversely, the 
interest paid in such indebtedness should be included in the taxable 
income. Such interest should not be income to a creditor for the pur- 
pose of the same tax, nor should the principal sum on which the in- 
terest is paid be regarded as invested capital of such creditor. There 
is no reason, however, why the interest should not be taxable income 
for purposes of the income tax, and a deductible expense of the debtor 
for the purpose of such tax. Objection has been made to the inclu- 
sion of borrowed money on the ground that it gives rise to administra- 
tive difficulties, but it is extremely doubtful if the difficulty of deter- 
mining what should be included will be greater than determining what 
should be excluded,—and the present law requires the exclusion of 
borrowed money. At the present time corporations have in large part 
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vested capital. If a million dollars of stock is issued on December 31 
for patents of equal value, the invested capital for the following year 
is $250,000 greater than if precisely the same transaction takes place 
on the following business day. This is an utter disregard of essentials 
and an arbitrary discrimination which cannot be justified. 

Intangible property has a recognized actual value as well as tangible 
property. It is recognized by the courts and should be given due 
recognition in a taxing statute of this kind. The actual value at the 
time of acquisition, without any artificial limitation, should be consid- 
ered as invested capital if the base of the tax is to be uniform. If the 
first suggestion I have made were adopted, namely, that the value of 
all assets on March 1, 1913, be considered as invested capital, the in- 
clusion of the actual value of the intangible property (as that term is 
defined in the statute) acquired after that date would naturally and 
consistently follow. Of course mere formal sales or reorganizations 
should not in any event be allowed to result in the increase of invested 
capital with respect to either tangible or intangible property; but 
actual bona fide sales establish new values, and under our system of 
taxing profits the realization of such higher values produces taxable in- 
come to the vendor of the property. The Commissioner should be given 
the greatest latitude in determining when new values should be al- 
lowed; his action should be governed by general statutory rules, not 
specific rules,—and in this there would be no delegation of judicial or 
legislative power, for invested capital is essentially a question of fact, 
and the Commissioner’s authority lawfully extends to the finding of 
facts. 

5. Earnings arising in the taxable year should be included in in- 
vested capital to the extent, and from the time, they are actually and 
permanently invested in the business. 

This again is necessary in order to establish a uniform base. 
Whether or not earnings of the taxable year are actually and perma- 
nently invested in the business is a matter of fact. The presumption 
in most cases would be that such earnings are merely held for dis- 
tribution at the end of the year or at a later period. But if it can be 
shown that a taxpayer has actually invested such earnings in plant, 
buildings, or machinery, due allowance should be made for the fact 
that this is an addition to the capital which produces the taxable in- 
come. The rule in Great Britain seems to be that the profits accumu- 
lating within the period of an account are not to be regarded, during 
that period, as accumulated profits employed in the business, except 
so far as a fixed investment in capital assets (for example, the pur- 
chase of a plant) is made out of such profits. The British statute, as 
recently amended, expressly excludes current profits, but it appears 
that the foregoing rule is nevertheless followed in practice. 

In the limited time available it is impracticable to discuss fully the 
various incidental phases of invested capital, and the remarks I have 
made are intended merely to indicate some general principles which 
should be followed in any definition of invested capital. Another 
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times the outlay prior to the war, we are face to face with a heavy tax 
levy to be met either directly or indirectly. Viewing the situation 
therefore from its broadest aspects, the question resolves itself into, 
not whether or no we shall be heavily taxed, but rather the most 
equitable manner of spreading the burden. 

Any influence which the excess profits tax has had on prices is prob- 
ably secondary and, in a measure, inconsequential. It will be recalled 
that the upward price tendency reflected itself in the middle and latter 
part of 1916, and many businesses in that year had larger net profits 
than in 1917 or 1918, after deducting the excess profits taxes applica- 
ble to those years. If the excess profits tax has influenced prices it is 
due to the extravagance which was invited by the government in 1917 
and 1918, indeed if not in 1919, through the high rates of taxation 
which prevailed in all of those years. Undoubtedly large amounts were 
expended for repairs, renewals, advertising, salaries, and other items, 
which would not have been so expended if a large proportion could not 
have been passed on to the government in the form of reduced taxes. 
This is, without question, one of the principal arguments that can be 
properly raised against the continuation of an excess profits tax. It 
is at least doubtful whether the 1919 rates are not too high and 
whether unless a reduction is made this evil will not continue. Just 
what the result would be under more stable and competitive business 
conditions cannot be forecast, although it is the general view of those 
who favor the continuation of the excess profits tax that the effect, if 
any, would not be material. 

The success of an excess profits tax in this country will depend more 
largely upon proper administration of the tax than any other factor. 
Professor Haig has called our attention to the British plan of a Board 
of Referees and the pronounced success with which it has met. Fur- 
thermore, we are reminded of the aloofness which the Advisory Board 
had from the Treasury Department in the administration of the 1917 
act. It is of course easier to criticise than to construct, but those of 
us who have had to do with the preparation of cases involving the 
assessment of substantial amounts feel strongly that the present cen- 
tralized control by the Treasury Department at Washington will, if 
continued, tend to weaken the excess profits tax system. The creation 
of District Boards (probably not less than 12 in number) not unlike 
the Federal Reserve Boards, with unusually broad powers but never- 
theless controlled through the central or main body at Washington, 
will mend what now appears to be a serious weakness in the present 
plan of administration, Furthermore, the personnel of such boards 
should not be made up solely of men with the government’s viewpoint 
any more than of men with purely the interests of the taxpayers in 
mind. One of the principal reasons why the Advisory Board met with 
such general favor was the fact that its members represented the dif- 
ferent interests, and it was more or less detached from the Treasury 
Department. The collection of excess profits taxes, being so far- 
reaching, must be made along such lines as will promote the greatest 
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army and navy, and a heavy deficit is to be met resulting from the 
government operation of railroads and other public utilities which will 
probably mean a billion dollars more. The yearly interest on the pub- 
lic debt will approach another billion, so that the annual expenditure 
for these purposes alone will approximate four billion dollars. If any 
substantial part of the principal is retired, an additional levy of from 
one to two billion dollars will be necessary. 

The aggregate receipts of the Internal Revenue Department for the 
year 1918, under the war revenue act of 1917, were, in round num- 
bers, $3,700,000,000, and the aggregate receipts for the year ending 
July 1, 1919, under the revenue act of 1918, were $3,850,000,000. 
The excess profits and income taxes assessed during that year are 
payable in installments and the Commissioner of Internal Revenue esti- 
mates that receipts from these deferred payments and other sources 
will yield two billions additional, or $5,850,000,000 in all. 

It should be borne in mind that these large revenues were derived 
from the inflated incomes of 1917 and 1918, which, according to the 
figures presented by Professor Friday, have already begun to decline, 
and will probably continue to do so. The rates of both the income and 
excess profits taxes applicable to 1919 income are substantially lower 
than those applicable to the income of preceding years, and a conse- 
quent reduction of revenue will result. It will be observed that the 
revenue laws of 1917 and 1918, although based on war time income, 
were strained to the limit to yield the amounts above stated. With 
reduced rates and a reduced aggregate income, the yield for coming 
years, even if the present revenue law be retained, must show substan- 
tial reduction. 

The income and excess profits taxes of 1917 and 1918 produced ap- 
proximately 60 per cent of the total revenue collected, and the ex- 
cess profits tax alone yielded not less than 35 per cent of the total in 
each of these years. If that is repealed, where shall we turn for a sub- 
stitute? The bulk of the loss resulting from the repeal of the excess 
profits tax would have to be produced by the income tax, and this 
would require either a reduction of exemptions or an increase of rates 
or both. Little reliance may be placed on the reduction of exemptions, 
because that course would enormously increase the opposition to the 
tax and produce comparatively little revenue. This is shown by the 
fact that of the 3,400,000 persons and corporations who paid income 
or excess profits taxes in 1918, 2,800,00C paid an average tax of less 
than ten dollars apiece. The total revenue from this great number of 
small taxpayers was less than $23,000,000. Prospect of any material 
revenue from this source may, therefore, be dismissed. Neither does 
it seem possible to increase the normal surtax rates, already high, suf- 
ficiently to make good the loss that would result from the repeal of 
the excess profits tax. 

It has been suggested that consumption taxes may be extended and 
increased, but in the present temper of the people this course would en- 
counter strong opposition as shifting the burden from so-called big 
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The first and fundamental fact is that we must have large revenues 
from some source and somebody must pay them, however painful that 
may be. The immensity and the relative newness of the task of ad- 
ministering the present excess profits tax result in a breakdown in the 
face of peace-time psychology and the cumbersome civil service ma- 
chine. To turn from the excess profits tax to an equivalent increase 
in the income tax gives no promise of better results. To substitute a 
tariff which would be fiscally adequate is impossible. Though such an 
attempt would probably gladden the hearts of many standpat protec- 
tionists, no socially-minded economist could stomach it, even if it 
could be made fiscally adequate. 

It is possible, however, to make some improvements in the law, and 
it should be possible to revive the Tax Advisory Board and to make 
some substantial improvements in the personnel, quality, and size of 
the staff that administers the law. To hope that Congress will reform 
itself so that it can reform the civil service and make it efficient is to 
exhibit an excessive amount of faith in congressmen and also in the 
people who choose congressmen. But I do not see that we can do any 
better than to make the best of this discouraging situation and con- 
tinue an improved excess profits tax because other alternatives appear 
worse, 

When Professor Adams argues that the excess profits tax has little 
or no effect upon prices and the cost of living, I disagree emphatically. 
That manufacturers and dealers raise prices because they pay this tax 
is not the important consideration, as Professor Adams seems to imply. 
As he says, they make their prices as high as seems wise and profitable 
regardless of the tax and such a tax is not an expense of business 
entering into competitive costs. What is more important in this con- 
nection is that the large corporate and individual surpluses and in- 
comes thus paid to the government in taxes are not available for in- 
vestment in plant extension, and thus future production of goods is re- 
duced and prices raised. Furthermore, people of relatively small 
means are thus relieved of taxation and those whose money incomes 
have increased indulge in victrolas, furs, jewelry, automobiles, etc., 
as they have never done before. Their buying of such goods has not 
only helped to increase the prices of luxuries and semi-luxuries, but 
has diverted much productive capacity from the making of necessaries. 
Consequently all of us pay high prices. 

Most of the capital saved in the recent past has been by corpora- 
tions and people with large incomes. It seems almost certain that our 
material progress will be much retarded in the future unless the masses 
can be educated to increase their savings and thus make up in some 
part for what the government takes from those with large incomes in 
the form of heavy taxes. 

In considering the effect upon prices, we should add to the above the 
waste and extravagance caused by high taxes. Large bonuses, extrav- 
agant advertising campaigns, and all sorts of questionable undertak- 
ings are entered upon when one argues, “Oh well, the government will 
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GERMANY’S REPARATION PAYMENTS 


By F. W. Tavussie 
Harvard University 


The treaty of peace imposes upon Germany charges for reparations 
which cannot fail to entail far-reaching changes in the trade between 
her and other countries. Through a period of thirty years, more or 
less, she will be compelled to make heavy remittances to other coun- 
tries. Without entering now on any close estimate of her obligations,— 
more will be said presently of the treaty clauses which define them,— 
it may be premised that they require the regular payment to the Al- 
lies of sums quite beyond anything heretofore known in international 
transactions on government account. The German Government will 
have to effect payments which can not be less than $750,000,000 a 
year and may reach, even exceed, a round billion. 

The present paper is chiefly concerned with these huge foreign re- 
mittances and their consequences. The internal rearrangements 
which Germany may have to make are another matter. The German 


Government will have to find corresponding fiscal resources, through 


taxes and the like compulsory charges. This is a heavy burden, but 
not necessarily an impossible one. At all events, whatever the internal 
burden and the ways of carrying it, the problem taken up in the fol- 
lowing pages is how a sum of this kind, secured by the German Gov- 
ernment from its own citizens, can be remitted outside Germany, and 
what will be the consequences of the operations. 

The orthodox or Ricardian theory of such a case can be easily 
worked out. In that theory, as the reader need hardly be reminded, 
it is assumed that specie (gold) is in use both in Germany and in the 
countries with which she trades. The order of events would be fore- 
seen as follows. First, a rise of foreign exchange in Germany, due to 
the government's demand for bills wherewith to effect remittances to 
foreign countries. Pounds sterling, francs, dollars will be in demand. 
The specie export point will soon be reached and gold will flow out 
of Germany. Next, a period of lower prices in Germany and of prices 
continuing steadily to become lower. Conversely, there will be rising 
prices in foreign countries. Third, exports from Germany will in- 
crease, being stimulated by lower prices; imports into Germany will 
decline, being checked by that same situation. The gap between 
merchandise imports and exports will steadily increase, until finally 
that stage is reached when the total spread between the two will be 
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ported goods, in order to make up the needful sum total of money 
remittances. 

Push this reasoning a stage further. Sooner or later, say in a 
generation, the transaction will be finally wound up. The reparation 
payments will cease. What then? 

Obviously there will be radical readjustments; indeed, complete re- 
versal. The German Government will cease to be in the market for 
bills of exchange. German exporting industries none the less will 
still be producing; and they will continue to produce for export and 
to send out their goods so long as foreign markets and foreign prices 
remain what they had come to be during the preceding period. As 
the exports continue, however, and now exceed not only the imports 
but the sum total of Germany’s debit obligations, specie will flow back 
to Germany. Prices and money incomes will rise in Germany. The 
exporting industries will go through a period of poor business and de- 
pression, and exports will gradually be checked. Imports on the 
other hand will be tempted. A continuance of these operations, of 
which the one is of course the obverse of the other, will lead finally to 
a stage of equilibrium identical with that which prevailed at the very 
. start. With the increase of imports and decrease of exports, a normal 
merchandise balance will again be reached. Prices will have risen in 
Germany, presumably to their previous level; prices in foreign coun- 
tries will have fallen, presumably to their previous level. 

On this point—the eventual backflow—lI take it on me to digress for 
a moment. The backflow is the consequence purely and simply of the 
cessation of the reparation remittances. It is a common error to sup- 
pose that shifts in international trade of this and similar character 
lead to a backflow under any circumstances,—to a reaction during their 
very course. It is supposed that during the course of any remittances 
the flow of specie from one country to another necessarily counteracts 
itself, leading to a return of the specie which had begun to move. 
This is quite erroneous, If there be a continuing and unceasing re- 
mittance, for example a perpetual tribute, specie will flow out of the 
tributary country and into the receiving country until the readjust- 
ment of imports and exports supplies a merchandise balance equal to 
the tribute. Then the flow of specie will definitively cease. No back- 
flow will ensue. There will be permanently higher money incomes and 
prices in the receiving country, permanently lower prices in the pay- 
ing country. So it is, in the strict theory of the case, whenever re- 
mittances have to be made unceasingly on other than merchandise ac- 
count. The occasion for the remittances may be tourist expenses, 
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the reparation requirements are so huge in volume, so vastly greater 
than had ever been imagined, that the theory of the case, as set forth 
above, must be revised and modified. Two things stand out as in- 
evitable. First, the ordinary mechanism of international trade,—specie 
outflow, price changes, and consequent changes in exports or imports,— 
cannot cope with transactions so huge. Second, whatever the mechan- 
ism that may serve to bring about the eventual outcome, that outcome 
can be nothing else than a great and constant excess of merchandise 
exports from Germany. These two aspects of the problem I will take 
up in order. 


I 


Even if the case were of the simplest sort,—if both Germany and 
the reparation countries were on a specie basis,—no outflow of gold 
from Germany can be conceived which would bring about a fulfillment 
of the enormous requirements. If the German Government were to 
undertake remittance by purchasing bills of exchange in the market, 
then allowing specie outflow to set in and to last until automatically 
brought to a close, Germany’s circulating medium would be completely 
drained in a few months, at most in a year. Exports and imports of 
merchandise could not possibly accommodate themselves in short order 
to such overwhelming changes. One might indeed indulge in the in- 
tellectual exercise of imagining the problem to work itself out to the 
bitter end. It could be doubtless argued that eventually there must 
come a readjustment in accord with the fundamentals of theory. But 
such drastic adjustment could be reached only after a period of mone- 
tary revolution and credit collapse which would affect not Germany 
alone, but the entire world. It would be idle to speculate on possi- 
bilities of this sort. 

The reparation clauses and the remittances called for by them may 
now be consider¢d somewhat more in detail, that we may get nearer 
to the probabilities or possibilities of the case. The treaty provisions 
on this subject divide themselves into three parts. In the first place 
Germany is to pay five billions of dollars by May 1, 1921.' This first 
block payment, however, will virtually not figure in the remittance 
operations. As credits toward making it up, Germany is to be allowed 
to count all the ships, securities, coal, machinery, cattle, and like im- 
mediate assets which she may turn over to the Allies until the date 
mentioned. Whatever remains to be paid after these credit items have 


1 For simplicity, I reckon the gold mark as equal to a quarter of a dollar,— 
20 billion marks equal to 5 billion dollars. 
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The chance of her escaping from it at an early date is slender indeed. 
For a considerable time, she will have paper prices, no gold points, 
no specie to flow out of her circulating medium, foreign exchange reck- 
oned in depreciated paper. Under such anomalous conditions how 
manage such anomalous transactions? 

This harks back to an old problem. What, under a paper regime, 
is the relation between the rates of foreign exchange, the specie pre- 
mium, and the “real depreciation” of the paper (the general level of 
prices) ? Ricardo and his followers assumed that all three,—foreign 
exchange, specie premium, and price level,—moved together in pre- 
cise accord. They not only so assumed, but probably believed that 
their assumption was in accord with the facts. And it is true that 
two of the phenomena are thus in harmony: foreign exchange and the 
specie premium do run together. Experience shows abundantly, how- 
ever, that the real depreciation of the paper, the general level 
of prices, may diverge widely from the other two. The divergence 
is specially wide and specially prolonged for domestic commodities,— 
such as are bought and sold solely within a country. It is less 
so for the international goods, which are the objects of export 
and import trade; yet it is considerable and lasts long for the inter- 
national goods also. Not only are there such divergencies, but they are 
connected with international trade and with the rates of foreign ex- 
change both as causes and as effects. There are reflex and interacting 
phenomena of the most perplexing character. oo 

Assuming now that Germany remains on a paper money basis, what 
rates of foreign exchange are to be expected? It is obvious that there 
will be a steady and insistent demand by the government, month by 
month and year by year, for bills on London, Paris, New York, 
Amsterdam, Madrid, Copenhagen,—anything that will serve for re- 
mittance. That demand will tend steadily to raise in Germany the 
price of exchange on foreign countries and to depress in foreign coun- 
tries exchange on Germany. And in consequence there will be a 
tendency for the price of foreign exchange in Germany to be kept 
higher than would accord with the course of commodity prices. For 
a long time there will be a divergence between the general price level 
and the rates of foreign exchange. The divergence means that ex- 
porters will be in a position to profit. They can buy cheap (compara- 
tively cheap) in Germany, sell the German goods abroad, draw on 
the foreign purchasers and sell their exchange to advantage at home. 
Quite the reverse will be the situation of importers. They will not 


* 


; 
¥ 
¥ 


10 {ssociation 


be ab : xy and will have to pay high 
for the means gon vendors. The whole situ- 
ation obvious] r and capital to the German ex- 
porting indus from the importing industries, 
The greater 1 foreign exchange and the com- 
modity price | 1 extensive will be these trans- 
positio f ¢ 

[he proce ven amount of German labor 
and capital i bject of reparation. The ex- 
porting indu ro to foreign countries. No 
imports arriv the same thing happens, only 
through a dif which is provided for in the 
treaty clau d to France, Belgium, and 
Italy so mar 1 of cattle, so much railway 
material and 

Decree. } not so consciously directed to 
its purpos rate utilization of this peculiar 
state of fo le by the German Government. 
But I suspec be simply the prime and con- 
spicuous for 1 for foreign exchange,—no in- 
tention that lirected toward pushing ex- 
ported good {nd under a specie regime also, 
the outflow of undesigned consequence of the 
remittances t r place without deliberate in- 
tent on the trading community. 

Under a } ver, the mechanism is not only 
different in ¢ rreater efficacy. A paper money 
regime and t n foreign exchange which it 
renders ] pressure on the movement 
of goods 1 1me operations under a gold 
regime. It 1 any’s hands in an unexpected 
way. T] ternational trade and to new 
relations bet and the procurement of the 
great quantit likely to be most difficult dur- 
ing the very f I tion is over and the new state 
of equilibriut re smoothly. And apparently 
that smooth tuation will be reached more 
quickly, mor f the very circumstance which 
ordinarily w | dangerous factor in international 


= 
trade,—a de} 


Germany’s Reparation Payments 41 


The divergence between foreign exchange and the general level of 
prices, considerable and striking as it may be in the early stages of 
this curious transition, will tend to decrease as the transition is com- 
pleted. The drift of labor and capital to exporting industries and the 
increasing supply of exported goods will tend to bring out larger and 
larger amounts of foreign exchange and so to lessen the premium on 
exchange in Germany. The decline in imports will work in the same 
direction. German prices and German incomes, both in exporting and 
in importing industries, will gradually accommodate themselves to the 
new situation. Foreign exchange, specie premium, and the general 
level of prices, will finally tend to come together. The kind of paral- 
lelism between foreign exchange and domestic prices which was as- 
sumed in Ricardian theory will emerge in the end. 


II 


So much as to the first of the outstanding features of the case: the 
mere mechanism of payment. Turn now to the second: the concrete 
form in which the payments must be effected. 

There is but one possibility. The substance of the payments will 
be in goods and in goods only. Germany can remit only by sending 
out merchandise, and the limit of remittance is found in the possible 
excess of merchandise exports over merchandise imports. The extent 
of reparation that can be secured is limited by the available amount 
of exportable goods. 

In many estimates and speculations concerning the maximum which 
Germany can be made to pay, figures have been put together showing 
her total wealth and total resources. All such calculations are quite 
beside the case. Statistics of wealth, property, total possessions, have 
nothing to do with reparation possibilities. That part only of her 
property and wealth can be looked to for reparation purposes which 
can be delivered to the Allies and used by them. Her fixed wealth in 
the form of lands, houses, railroads, factories, is quite unavailable 
(subject to an exception, not important, presently to be mentioned). 
Nothing in the way of plant can be moved away or put at the disposal 
of foreigners. The one and only way in which payments can be made 
to foreigners is by turning over to them things which they can take and 
will take. These things include on the one hand such easily movable 
assets as gold and securities; but, as already indicated, everything of 
this kind will have been exhausted before the sustained flow of repa- 
ration payments sets in. They include also the exportable goods, wares, 
and merchandise; and here are the specific assets which alone remain 
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Germany may be expected to prohibit some imports and to impose 
high duties upon others. Import restrictions doubtless will in part 
be sumptuary in character, designed to lessen the consumption of 
articles of luxury, even of comfort. It is quite within the bounds of 
possibility that they will also have a slant in the direction of protection. 
Such combination of fiscal and protectionist policies is familiar enough. 

But restriction of imports will not alone suffice. Exports must be 
enlarged as well as imports lessened. The circumstance that German 
imports consist in large part of raw materials or indispensable food 
supplies puts a limit on the effective application of import restrictions. 
But devices for promoting exports may be expected to be utilized to the 
limit. And their utmost utilization can not be consistently objected 
to by the reparation countries. Among those available are export 
bounties, special rates of transportation for exported goods, and spe- 
cially reduced prices of export commodities. Remission of taxes or re- 
duction of taxes on exporting industries might also be on the list. 
Under ordinary circumstances practices of this sort are to be con- 
demned in the interest of the very country that applies them.? Though 
they may promote export trade, they do so to the disadvantage of the 
exporting country itself. Their advocacy and defense usually rest 
upon a crass mercantilism. But in a case like the present all the usual 
reasoning ceases to apply and the ordinary objections cease to have 
weight. When it comes to the tremendous task of financing these 
reparation dues, any and every device for promoting exports would 
seem to be in order. They may mean a loss to the exporting country; 
but Germany as an exporting country obviously is doomed to incur a 
loss. She is under the necessity of turning to any and every method 
of meeting the necessities of the case. 

Consider now, however, another consequence. Suppose Germany 
does promote exports in every possible way. What sound and fury 
there will be from the protectionists and mercantilists of other coun- 
tries! Here is Germany the vanquished, the necessitous, the country 
compelled to disgorge,—entering on the very career of a “war after 
the war” which these same protectionists and mercantilists had most 
feared and reprobated. She prohibits imports or imposes high duties. 
So far from constituting a docile market to which the conquerors can 
ship goods without let or hindrance, she arrogantly refuses admission 
to their wares. And as regards exports, here is penetration with a 


2I have considered the working of such practices, under normal circum- 
stances, in my volume Free Trade, the Tariff and Reciprocity, chapter V. 
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constitute a handicap upon the development of Germany’s export trade. 
And yet,—it is so obvious as to seem wearisome, although persistently 
overlooked in most public talk,—it is only by exporting that Germany 
can make reparation. The Allied countries, so far as they smother 
Germany's exports, as they persistently are trying to do, are cutting 
off the nose to spite the face. 

Whither now will Germany export? In part no doubt directly to the 
reparation countries and to the other Allies; in part te third coun- 
tries, which in turn will send commodities to reparation countries. 

All protectionists, especially in the Allied countries, most of all in 
the reparation countries, will furiously oppose direct exports into their 
own domains. Everything points to a maintenance, even to a strength- 
ening, of the protectionist attitude in France and Italy. Exports from 
Germany to those countries will long be resented. England has al- 
ways been a better customer for Germany than the others, and may 
continue to be a good customer. No one can foretell what will be the 
commercial policy of England after the first burst of passion has run 
its course. And who can say whether the United States tariff system 
will be relaxed? Moreover, the protectionist feeling has been so in- 
tensified by the hatred engendered during the war that tariff duties 
on imports from Germany are likely to be reinforced by boycotting. 
At the very best the direct exports from Germany to the Allies may 
hold their own; they will hardly be allowed to increase. 

Elsewhere too the possibilities are dubious, in view of the attitude of 
the Allies as described in the preceding paragraphs. No German colo- 
nies remain. This market was at no time a large one,—the Germans 
themselves exaggerated its importance,—but such as it was and is, 
what between chicanery and the natural influence of political pre- 
ponderance, the lion’s share will fall to their rivals. A somewhat 
similar situation must be contemplated, at least for many years to 
come, in South America and the Orient. All the Allies, and particu- 
larly the British, will try to reap the fruits of the policy which they 
followed during the war,—ousting German firms and banks, and cut- 
ting out all German connections, with the express object of securing 
the trade which Germany had built up. 

The one direction in which a considerable expansion of German 
trade may be looked for is in Eastern Europe and especially Russia. 
Here the possibilities are considerable. Not only are they considerable, 
but they are to be welcomed. On all but bald chauvinistic and mercan- 
tilist grounds the development of Russia by Germany is to the advan- 
tage of both countries and to that of all the world. And everything in 
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goods so supplied take the place of similar goods which might have 
been secured in other ways, perhaps are being secured at the very time 
in other ways. At least the possibility of changes and readjustments 
in France herself must be faced. 

Two kinds of cases may arise, corresponding to the two forms which 
Germany’s export trade may assume. There may be direct export of 
goods from Germany to France, as of coal, iron, woolens. The labor 
and capital which formerly produced these same things in France will 
be free to turn to something else, perhaps must turn to something 
else. Indeed France must somehow direct a part of her productive 
forces to the actual work of reparation,—to rebuilding villages, facto- 
ries, railways. Needless to say the protectionists will endeavor with 
all their might to prevent the diversion to this task of forces now en- 
gaged in familiar industries. Thus, the treaty of peace prescribes spe- 
cifically that Germany must deliver to France quantities of coal, cattle, 
machinery, materials, furniture. Yet if these same things should be 
sold by German exporters for delivery in France, there will infallibly 
be resentment. Obviously either method means that labor and 
capital which might have turned to these same things in France become 
free to do something else. 

Second, there is the indirect process. Germany, for example, ex- 
ports to Russia and Russia sends flax, wool, timber to France. If 
this takes place, France in turn cannot export to Russia as much as she 
might if Germany were out of the way. The expansion of her exports 
meets with a competition which will be arraigned as illegitimate, if 
not wicked,—the competition of a country which has not only low and 
declining money costs (wages and prices) but which is deliberately 
developing exports in every possible direction by every possible means. 
So with England. Germany will “invade” markets coveted by Eng- 
land and will rouse the ire of the British traders. 

In sum, the reparation countries cannot get the substance of what 
they have insisted on without disturbance and readjustment in their 
own industrial organizatlon. It is indeed conceivable, though highly 
improbable, that all the imports into (say) France which the repara- 
tion payments will bring about shall take the form exclusively of food 
and raw materials not produced within her limits at all, or so pro- 
duced that the imports will always supplement the domestic supply, 
never displace any part of it. Even so, some disturbance of existing 
conditions seems inevitable throughout the countries and the branches 
of trade coming within the scope of these extraordinary operations. 
Imports and exports will shift as trade balances and international 
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during the reparation period to develop by main force a great export 
business. When the end of the period comes, there will no more be an 
automatic cessation of her exports than at the beginning there was an 
automatic start of those exports. She will be in possession of an ex- 
port market which, however distributed geographically, w'll be well 
established. Having developed it, she will be in better position to 
hold it. 

A word of caution as I conclude. I have spoken about the future in 
terms not sufficiently guarded. Much of what has preceded is matter 
of speculation; and it might have been wiser to give warning at every 
stage how cautious one must be in venturing on prediction. We are 
still some way from 1921, and a long way from 1926; and not until 
1926 are the reparation provisions planned to be in full effect. Many 
things may happen before that time, in the political field as well as in 
the economic. The reparation program as it stands in the Treaty 
may be much altered, perhaps quite upset. It remains to be seen how 
far the conditions assumed in the present analysis of the case will 
prove to obtain. My forecast must be understood to be of a hypotheti- 
cal nature. Only if the assumed premises hold good, is it to be ex- 
pected that the consequences will ensue as predicted. 

One remark may be made about the chances of the fulfillment of 
the reparation program. France and the other Allies need disposable 
means at once,—ready funds. They must market the German bonds; 
or else their own securities based on the bonds, presumably with some 
sort of endorsement or guarantee. But market them they must in 
order to command the resources they need at this very moment. Once 
they have put the securities in the hands of investors, they have given 
hostages to fortune. Thereafter they must permit, nay facilitate, Ger- 
man arrangements for export. A distinguished French statesman— 
one whose name, were I free to give it, would carry weight—remarked 
to me, in the course of a conversation in which the inevitableness of 
Germany’s expanding exports was pointed out: “if this proves to be 
the case, if Germany cannot pay without competing with us and dis- 
placing us in the export trade of Russia and Siberia,—we will simply 
cancel the reparations.” The answer is that when once the Allies have 
cashed in the German reparations by selling the securities to investors, 
no cancellation is possible. Either they must refrain from the initial 
commitment or else they must allow the contract to be carried out to 
the bitter end. 

And so, like all the international arrangements that the war has led 
to, this one faces a problematic future. Who can say what sort of 
world we shall find ourselves in ten years hence? 
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reparation payments, the exports and imports of Germany in the post- 
war period might be expected to come more nearly to an equality than 
before the war. Yet even at the beginning of this new period these 
other items will not be wholly absent, and as time goes on they may be 
expected to assume greater and greater importance. Some lending and 
borrowing, for example, there will surely be. Also, the shipping item 
will stand at the beginning of the period as a debit; Germany will need 
to export more than she imports in order to cover the expense of ocean 
carriage in foreign vessels. Later on, there will in all likelihood be a 
revival of the German merchant marine. When we consider that the 
prewar German merchant fleet of over 5,000,000 gross tons was 
created almost entirely in the quarter of a century following 1890, it 
is to be expected that in the next quarter of a century, under the added 
economic pressure and the psychological influence of a rapidly expand- 
ing export trade, the re-creation of the German merchant marine will 
be even more rapid, and that the shipping item will again pass to the 
credit side of the German balance of payments. To the extent that 
this change occurs, it will tend to cut down the excess of exports over 
imports. 

Concerning neither the amount of the excess of exports at any given 
time, therefore, nor its varying extent throughout the period of the 
reparation payments, can one make any definite statement beyond the 
indubitable fact that payments so large as those called for by the 
reparation program are sure to constitute the dominating factor in the 
balance of payments. 

The second statement quoted, namely, that the cessation of the repa- 
ration payments will lead, theoretically, to a “stage of equilibrium 
identical with that which prevailed at the very start,’ arouses in me 
misgivings which I have entertained for a couple of years past. I am 
skeptical of the reality of “stages of equilibrium” in international trade 
at all, not to speak of the possibility of a return, after the period of a 
generation, to an identical past stage of equilibrium. In my own 
studies of international balances I have not come upon anything which 
I recognized as a stage of equilibrium. Always there is unceasing 
change in the volume or direction of the numerous items making up 
the balance of payments. What one finds is a series of overlapping 
changes, working sometimes in the same direction, sometimes at cross- 
purposes, but never settling down to a stage of equilibrium. Some of 
the changes stand out with such prominence, so dominate the balance 
of payments for a period of years, as to render possible the quantita- 
tive study of their effects,—as, for example, the great outburst of bor- 
rowings in Argentina, culminating in the Baring panic of 1890, or the 
similar outburst preceding the panic of 1873 in our own country, or 
that which in a few years of war has altered our own international 
position from debtor to creditor. 

Especially is the notion of a stage of equilibrium inapplicable to a 
country which, like Germany, is on a basis of depreciated paper money. 
An inconvertible paper situation is by its very nature one of insta- 
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Prewar German and British trade show very distinctly this connec- 
tion between foreign investment and foreign trade. Particularly has 
this been the case in their relations with Latin American countries, in 
whose foreign trade I have been especially interested. In part, the 
imports to Russia will come as a direct result of the borrowing, with- 
out giving rise to foreign exchange operations, and in part as the in- 
direct result, through the effects of the borrowings on foreign exchange 
rates, gold movements, and alterations in price levels, in accordance 
with the Ricardian analysis. By reason of Russian borrowing, there- 
fore, we may expect to find England and our own country competitors 
with Germany in the Russian import trade. In other words, we have 
here a factor whose effect, though favoring an expansion of Russian 
imports, would be to limit and interfere with the expansion of the Ger- 
man export trade with Russia. 

There is a second factor which, according to theory, may be expected 
to limit the expansion of German exports to Russia, though in a di- 
rectly contrary manner from that just mentioned. Russia, like Ger- 
many, is on a depreciated paper money basis. As Professor Taussig 
has said, a depreciating paper currency operates as a powerful stimu- 
lus to exports and as a discouragement to imports. Viewing this 
factor alone, one would expect an expansion of Russian exports, and a 
curtailment of imports, a ‘“‘favorable” balance of trade, as in the case 
of Germany herself:—a set of circumstances by no means favorable 
to an expansion of German, or any other, exports to Russia. 

With regard to the other possible outlets for German exports, I do 
not share Professor Taussig’s opinion concerning the probable future 
of the German export trade with Latin America. It is true that the 
British have done their utmost to oust German firms, and to break 
down the machinery for financing German trade; and it is true that 
the United States has gone farther forward in Latin American trade 
in the last five years than in any generation previous thereto; yet my 
own observations in Argentina two years ago, and in Guatemala this 
past summer, lead me to believe that the reports of the extent to which 
the elimination of German interests has been carried are much exag- 
gerated. In the countries which remained neutral, of which Argen- 
tina and Chile are the chief, the German banks, exporting and import- 
ing houses, industrial and agricultural enterprises are virtually intact. 
Moreover, even in the countries which declared war, the confiscation 
of German properties did not go so far as is generally supposed, only 
the properties of Germans resident in Germany being confiscated. 
I heard in Argentina, as late as 1918, more than one frank avowal of 
preference for German goods. During the war the large German ex- 
porting houses in Buenos Aires were buying stocks of raw materials 
for shipment to Germany at the close of the war. Since the Armi- 
stice Germany has sent to Argentina a special commissioner, who has 
successfully negotiated for colonization lands for German immigrants ; 
and Argentina has advanced credits to Germany for the purchase of 
Argentine food products and raw materials. American commercial 
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the measure of the value of the domestic paper in terms of the inter- 
national standard money, gold. It is entirely possible, however, in a 
paper money country to maintain a gold standard of foreign exchange, 
at the same time that the domestic paper currency is depreciated below 
a par with gold. Such a gold exchange was actually maintained in 
Argentina throughout the entire period of depreciated paper money. 
Persons engaged in foreign trade maintained a gold account, as well as 
a paper account, with their bankers, and bought foreign exchange only 
with gold, which they purchased in the open market with paper. Un- 
der such a system, there are gold points and international gold move- 
ments of precisely the same sort as in any gold standard country. 

The point I wish to make, therefore, is that the correspondence be- 
tween foreign exchange rates and the gold premium, and the gap be- 
tween these and the general price level, are not the essential features of 
the explanation of trade changes in paper money countries. The es- 
sential fact is, that, whatever the mechanism of exchange in the paper 
money country, gold can not enter into the monetary circulation, and 
can not, therefore, bring about those changes in price levels which 
form the crux of the usual explanation of trade changes. On the con- 
trary, just the opposite price changes are brought about. Whereas in 
a gold country an increased demand for exchange raises the rate, in- 
duces an outflow of gold, and thus lowers the price level; in a paper 
money country such an increase of demand for exchange, by requiring 
more of the domestic paper to be given for the title to foreign gold, 
depreciates the paper still further, and thus raises the price level. 
This would be the first effect in Germany of such a heavy demand for 
exchange as that which would be caused by the payment of $750,000,- 
000 a year of indemnity. 

How, then, with this precisely opposite effect in the price level, ex- 
plain the same effect on the foreign trade as would be brought about 
in a gold standard country,—namely, an increase of exports? 

Professor Taussig’s explanation is that the increased demand for ex- 
change would cause a gap between the rate of foreign exchange and 
the general level of prices, so that exporters could buy cheaply in Ger- 
many, sell their products abroad, and dispose of the resultant bills of 
exchange to marked advantage. My own investigation supports a 
somewhat different explanation. It finds the stimulus to exports, not 
in the gap between foreign exchange rates and the general price level, 
but in the different effects of a depreciating paper money on different 
sets of prices, all of which form a part of the general price level. 
Stated more definitely, exports are stimulated because of the different 
effects of depreciating paper money on the selling prices of exports 
and their cost of production. 

Except in rare instances, where a nation produces so great a part 
of the world supply of a product as to dominate the world market (as 
in the case of our own cotton, or of Brazilian coffee), one nation can 
not ordinarily determine international prices. It can only accept the 
international price, and determine the amount of product it will export 
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at that give n Germany, therefore, in buying 
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and to some extent possibly even at home. This applies of course both 
to the United States and Canada. 

The only way I see in which our farmers can protect themselves 
against this tidal wave of foreign competition will be to let the bars 
down so that some of these cheap German manufactured goods can 
enter here, and this seems to me the only way in which we can hope 
to keep our markets for agricultural exports against the tidal wave of 
foreign competition that will be mounting against us. 

I think it a most interesting suggestion that the German indemnity 
will be paid largely in Russian and Argentine agricultural products, 
and I can see no escape from the conclusion that the indemnity reach- 
ing so large an amount will have a far-reaching effect on our entire 
foreign commerce, and also upon agricultural conditions at home. 
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significant. The doctrines of these two schools of economists are re- 
flected in the diplomacy of the respective countries where they find ac- 
ceptance. The one assumes to guide and to foster the commercial in- 
terests of its nationals by an aggressive industrial program; the other, 
while it assumes to permit its nationals to trade where they please, 
under any arrangements they can make and on their own responsibility, 
is forced into an aggressive policy in order to protect citizens in their 
rights, according to the home definition of such rights. Thus it comes 
about that aggression in the name of defense is characteristic of the 
governments of first-class powers, whether the policy of such govern- 
ments be adjusted to the principles of national or of classical econo- 
mists. There is no recognized or established standard of conduct for 
the world market; on the contrary, there are as many codes of busi- 
ness morals and legal rules as there are different nationals trading on 
that market. It is this fact that makes clear the point of view from 
which a proposal to establish international supervision over foreign 
investments should be approached. It raises a practical problem in 
world economy. 

The industrial and political character of world economy may be 
traced to an added fact respecting it. Not only is the trading world 
of today made up of independent political units, but each of these units 
stands on a different rung of the ladder of economic attainment. Some 
have already exploited their national resources, at least up to the pres- 
ent limit of applied science; others have resources as yet only parti- 
ally exploited. Some have ample funds of“labor skilled in industry 
or drilled for organization; others h¢ve ample workers so far as num- 
bers are concerned, but these workers are untrained for the organiza- 
tion of effective production. The factor of capital, also, which, as here 
used, covers intelligence, machinery, and waiting power, exists for 
some peoples in abundance; for others it is a scarce and a coveted fac- 
tor. Even ability for management and guidance is not equally dif- 
fused among the nations that appear as traders on the world market. 
The earth is full of unoccupied commercial opportunities for those 
who have the vision to see and the power to take. 

Under such conditions, it quickly becomes the dominant commer- 
cial purpose of those peoples who stand in the fore rank of economic 
attainment to exploit the industrial opportunities of backward peo- 
ples. Not only does this purpose respond to the commercial instinct 
because of the profit to be gained, but it appeals to the imagination of 
forceful intellects as a contribution to the economic building, or it may 
be re-building, of the world. Whether or not the world needs to be 
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the conditions that surround them rather than on their amount. The 
most simple of the conditions under which international borrowing is 
carried on arises when the two nations concerned are of the same in- 
dustrial and political standing and rely on the same legal principles 
and practices for the interpretation of obligations and the enforcement 
of contracts. The relative standing of England and the United States 
may be cited in illustration. These countries accept the same theories 
respecting the origin and use of capital; they entertain the same ideas 
respecting business organization and management; their programs for 
government supervision over business practices are very much alike; 
but of more importance is the fact that these countries follow the same 
rules in the organization and control of their courts. If to these facts is 
added the further fact that the potential military and naval strength 
of the one country is about on a par with that of the other, a situation 
obtains in which investments and loans as between these two countries 
is a matter of diplomatic indifference. The creditor relies for the se- 
curity of his investments not on the diplomatic pressure of his home 
government, but on the orderly working of the courts of the debtor 
country. Under such conditions, foreign investments and foreign loans, 
like foreign trade, raise no international problems. They are in all 
essential particulars like domestic investments, domestic loans, and do- 
mestic trade. Any intern#tional understanding which has for its aim 
the standardization of industrial procedure so far as foreign invest- 
ments and loans are concerned, may drop these nations from the list of 
nations to be considered. 

International embarrassments which arise on account of foreign in- 
vestments and loans are traceable primarily to the political and in- 
dustrial conditions of backward peoples. When the debtor nation is 
industrially undeveloped, or under-developed, as compared with the 
creditor nation; when the machinery on which the debtor nation relies 
for the enforcement of business agreements is not familiar to the citi- 
zens of the creditor nation; when the mingling of democratic forms 
with autocratic practices makes the foreign loan a risky investment; 
but especially when the debtor nation is politically weak, the govern- 
ments of creditor nations have always responded to appeals from their 
nationals for some form of peculiar protection. This, at least, has 
been the practice of capital-building and over-sea trading nations since 
the sixteenth century, and it is largely upon this fact that the need 
of commercial diplomacy for the standardization of commercial prac- 
tices rests. It is with this kind of international investments that the 
constructive diplomacy of the future must concern itself. 
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lending nations at the courts of weak powers are in a constant state of 
potential warfare. It is to this situation that constructive diplomacy 
should direct its attention. The exercise by first-class powers of ex- 
territorial influence, if in the present undeveloped condition of cer- 
tain states it must exist, should be exercised on the basis of a carefully 
expressed international understanding.* This is what is meant by the 
proposal of some form of international supervision over foreign invest- 
ments. 

The practical side of this problem may be presented by the study 
of some definite situation. China is selected for that purpose, and, to 
particularize the problem yet further, the analysis which follows is 
confined to Chinese railway investments. It will be quite safe to gen- 
eralize from this somewhat narrow study, for the stipulation of loan 
agreements for investments in railways in a country like China re- 
flects perfectly the investor’s point of view. They illustrate the kinds 
of contracts foreign investors demand as a means of making them- 
selves secure against what are regarded as unusual risks. They also 
illustrate how the debtor nation stands with regard to a property of 
which it holds the title but which has been built out of funds provided 
by foreigners. The following analysis of loan concessions will be 
confined to three points. 

In the first place, investments in Chinese railways are commonly 
underwritten by banking syndicates and are made on the basis of 
concessions granted by the Chinese government. These concessions 
commonly confer upon the syndicates the exclusive right of construct- 
ing a particular railway in a particular locality. They recite the rights 
of the concessionaire and the liabilities incurred by the debtor gov- 
ernment, and these rights and liabilities are accepted as the terms of 
a loan agreement when the syndicate offers Chinese railway securities 
for sale. These syndicates ought, so far as the theory of investments 
is concerned, to be purely an industrial organization. In fact, how- 
ever, they bear a political as well as an industrial character. In this 
lies their danger. 

In the second place, the bankers who secure funds at home for in- 
vestment abroad frequently retain the right of supervisory control over 
the operation of the industry thus established. This is true whether 
an investment is on the basis of a government concession or of a private 
contract. The assumption by the banks of the right to supervise in- 

2 By the courtesy of the Director of the Division of History and Economics 


of the Carnegie Endowment for International Peace, the two foregoing pages 
are taken from a manuscript which is the property of the Endowment. 
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foreign loans is found in an agreement between the leading bankers of 
certain countries to coéperate in the matter of foreign investments. 
The United States was once a party to such an international under- 
standing, which took the form of an international group of bankers, 
but the activities of this group were never carried sufficiently far to 
determine from experience of what it was capable. Shortly after the 
first inauguration of President Wilson, the American bankers, mem- 
bers of this group, obtained certain impressions as to a change in the 
policy of the Administration which led them to withdraw from the 
group. So little is known of this transaction that it would be idle to 
comment upon it in any authoritative manner. It is, however, known 
that one of the objections commonly urged against the international 
understanding of bankers as at that time organized was that, so far as 
the United States was concerned, it tended to create a monopoly in the 
hands of a small number of American bankers. But whatever the 
reason for withdrawal, it is evident from subsequent events that such 
a plan is inadequate. It has two significant limitations when regarded 
as a means to secure a satisfactory international control over foreign 
investments. 

In the first place, this loan group was an international organiza- 
tion of banks, and not an international understanding of governments. 
This was a fatal error. In the second place, the banks carried their 
codperation no farther than to loan the funds placed at their disposal. 
The purpose of the banks seems to have been to avoid the evils arising 
from competition between lenders; they made no provision for diffi- 
culties that might arise after the money had been loaned. For the so- 
lution of all questions that might arise after the loans were made they 
placed exclusive reliance on the tortuous machinery of diplomatic cor- 
respondence. 

A third step toward the solution of the problem under considera- 
tion, so far at least as the railways of China are concerned, is found 
in a proposal which has recently received considerable attention on the 
part of the Chinese themselves. This proposal is to the effect that 
all creditor countries having an interest in Chinese government rail- 
ways should agree to the substitution of an international commission 
for the national supervision which now exists under the terms of the 
several concessions. Such a plan has the merit of recognizing the point 
at issue. If realized it would at least result in the standardization 
of all programs and practices that have to do with the construction 
and operation of railways. If the functions of such a commission 
could be extended to cover the borrowing of foreign funds, the future 
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yet arrived for a fruitful discussion of so comprehensive a plan. Here 
however, is one thing that can be done and which, if done successfully, 
would tend to establish rules and precedents for the extension of some 
form of international control over the entire field of foreign trade. 

The practical problem involved is a problem in constructive diplo- 
macy, but its interest for the economist is greater than for the states- 
man. For him any analysis of international trade relations brings into 
view commercial conditions and forces for which no adequate provision 
is made by the accepted doctrines of either the National or the Classi- 
cal school of economists. A new field of inquiry is thus opened up for 
the economic theorist. 
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SOME PROBABLE RESULTS OF A BALANCED INDUSTRIAL 
SYSTEM 
By T. N. Carver 


Harvard University 


Where several things have to be combined in order to get a certain 
result, the question of the ratio in which they combine most satisfac- 
torily can never be without interest. Wherever they are actually com- 
bined in the most satisfactory ratios there is said to be a balanee among 
them. Thus, the scientific dietitians and the cattle feeders speak of a 
balanced ration when the nutritive elements are combined in such ratios 
as to secure the most satisfactory results. Soil chemists and farmers 
speak of a balanced soil when the different elements of plant growth 
are combined in such ratios as yield the largest crops. A scientific 
manager will speak of a balanced business when all the elements or 
factors in the entire business are combined in such ratios as will give 
the maximum productivity. Not enough attention has been given to the 
necessity of carrying this idea of balance throughout the whole na- 
tion, or the whole industrial system, balancing every industry against 
every other, and every element or factor in every industry against 
every other. The statesman and the economist should be as definitely 
interested in this larger problem of balance as the various experts al- 
ready named are in their own special problems of balance. 

Some approximation to the idea of such a balance is found in the 
concept of the static state, on the one hand, or in the concept of the 
equilibrium of demand and supply on the other. Neither is quite com- 
plete, however, because of the general acceptance of the fact that the 
normal price-making process tends to bring about a quasi-equilibrium 
between the forces of demand and supply. Perhaps it would be more 
accurate to say that there is a tendency to accept this quasi-equilibrium 
as a real equilibrium, or as a state of balance. We are accustomed to 
speak of an equilibrium price as a price which will bring about an 
equilibrium between demand and supply, by inducing buyers to buy 
exactly as much as sellers are willing to sell. No matter how unsatis- 
factory the price may be from various other points of view, if it will 
bring about this result, it is said to be the equilibrium price. Not until 
the price which brings about this kind of equilibrium is a satisfac- 
tory price from the general social point of view can there be said to 
be a true equilibrium or balance. 


It is true, on the other hand, that however satisfactory a price may 
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voir of cheap labor which will be glad to migrate in order to get the 
low wages offered; the educational system may be so ineffective that 
the children of the poor have no choice other than to accept employ- 
ment in the poorly paid occupation; or some of the other factors of 
production may be so scarce as to reduce the opportunities for the pro- 
ductive use of this class of labor. In any or all of these cases, the 
equilibrium of the demand for the kind of labor in question and its 
supply may be maintained indefinitely in spite of the fact that its 
wages are unsatisfactory from the social point of view. 

Even in this case, whatever the wages are or are not, they must be 
an equilibrium wage. To decree otherwise would create worse evils 
than it would cure. To decree higher wages for all comers would en- 
courage still earlier marriages and larger families, or it would stimu- 
late still greater immigration, or in some other way induce larger 
numbers to offer themselves for hire in the industries in question. At 
the same time it would not induce employers to hire so many as at 
the lower wages. The result would be that while a certain number 
of laborers would gain a slight advantage through the rise in wages 
yet industry would either be cluttered up by a great surplus of such 
laborers who would get in one another’s way, or some of them would 
suffer the great disadvantage of failing to get employment at all. To 
decree higher wages, in such a case, is to apply the remedy to the 
symptom of the disease and not to the cause. 

If, however, the supply of labor of the grade in question could be 
materially reduced, or the opportunities for employment increased, 
either by raising the standard of living, so that laborers would not be 
willing to reproduce their kind and keep up the supply of labor on so 
low a wage, by the restriction of the immigration of that grade of 
labor, by an improved system of popular education so that the children 
of those laborers already in the overcrowded occupation could have the 
opportunity of choosing a less crowded and better paid occupation, or 
by increasing the other factors of production which have to be used 
with the kind of labor in question, the equilibrium price of that grade 
of labor would rise. That is to say, it would then take a higher wage 
to induce as many men to offer themselves for hire as employers would 
be willing to hire. We should still have an equilibrium wage, and at 
the same time a wage that would be more satisfactory from every point 
of view. In short, we should then be applying our remedy to the cause 
rather than to the symptom of the disease. 

A possible way out of the difficulties certain to arise from the at- 
tempt to apply the remedy to the symptom rather than the cause, that 
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ferent occupations will be approximately the same. There is thus an 
equilibrium of demand and supply, but the forces determining that 
equilibrium are such as to give approximately equal wages to every 
class of workers, not even excepting managerial workers. 

Care has been taken to speak of different occupations or different 
classes of workers, and no statement has yet been made regarding the 
wages of individual workers in the same occupation. So long as one 
occupation is as remunerative as any other, or one class of laborers as 
well paid as any other, there may be said to be an equlibrium or bal- 
ance as between occupations. If within the same occupation there are 
differences in strength, skill, intelligence, or general efficiency, that 
is an individual affair which no social policy can affect. If one brick- 
layer can lay twice as many bricks as another, there is an undoubted 
difference in productivity that no social or economic law can affect 
or modify. But if brick masons are neither more nor less numerous in 
proportion to the need for them than are the members of any other 
trade or profession, then brick masons as a class should be neither more 
nor less prosperous than any other class, trade, or profession. There 
might still be great differences in the prosperity of different individual 
brick masons as between the individual members of any trade or pro- 
fession. 

This is a matter of some importance, because it seems to be 
a law, or at least a general tendency, for individual differences to 
count for more as you proceed from the less skilled to the more skilled 
occupations. The differences in the productivity and the value of in- 
dividual ditch diggers, while considerable, is by no means so great as 
among skilled laborers, and these differences, of course, are greatest of 
all in the intellectual and artistic callings. Since we usually focus 
our attention upon the individuals who are conspicuous successes in 
these callings, rather than upon the numerous failures, we are likely 
to get exaggerated notions of the differences in the prosperity of dif- 
ferent occupations. However, such differences as exist are due to a 
lack of balance in the industrial system. 

Since equality of prosperity is the first sign or symptom of a bal- 
anced industrial system, as inequality is of an unbalanced system, the 
first and most conspicuous result of a balanced system has already been 
stated. It is the approximate equality of prosperity as between dif- 
ferent industrial classes or occupational groups. But this does not 
exhaust the catalogue of results. 

Incidentally, and as a part of the equalizing process, there would be 
an equalizing of the bargaining power of different groups, notably that 
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that factor that was hardest to get. If you discovered that there 
was an abundance of labor looking for jobs, and felt certain that as 
soon as you were ready to use labor there would be plenty of laborers 
on hand asking you for jobs, you would not worry on that score. 
You would give the problem of getting help no second thought. If, 
on the other hand, you found that capital was not forthcoming in the 
same way, that capitalists were not thrusting capital upon you, that 
they all had plenty of other uses for their capital and would not let 
you have it unless you offered better terms than other opportunities 
were offering, you would be compelled to worry somewhat over the 
question of capital. In fact, you would go to those who had it, and 
offer them terms, or accept such terms as they laid down. They 
would be in a position to demand some voice in the control of your 
business, and you would be compelled to grant their demand. Now, 
if this condition could be reversed, or only considerably changed in 
the direction of a better balance, you would be just as likely to give 
the laborers as the capitalists a voice in the management of the busi- 
ness. 

If, to take an extreme case, there were so much capital seeking in- 
vestment as to make you certain that as soon as you could use it some 
one would be on hand to offer it to you, but if labor were so scarce and 
hard to find as to make you feel uncertain whether you could get any 
or not, your anxiety would be on the side of labor and not on the side 
of capital. You would have to go to laborers and persuade them to 
take your job rather than some others that were open to them. Under 
such circumstances, you would have to accept their terms, even if they 
included a voice in the management of the business. 

Even now, it sometimes happens that the enterpriser needs some 
special kind of labor, technically trained or possessing special skill, 
which is very hard to find. Men possessing this skill are not looking 
for jobs, they all have good jobs, with others waiting for them. When 
your enterpriser goes after such men he is very likely to offer them 
whatever they demand, even though it be a voice in the management 
of the business. He will do the same with any and every kind of 
labor that is scarce enough. 

The indispensable man can generally get what he wants, the super- 
fluous man must take what he can get. When a man is as nearly indis- 
pensable in one occupation as in any other, or no more nearly super- 
fluous in one than in any other,—in short, when there is an industrial 
balance, power as well as prosperity will be diffused. 

That power as well as prosperity comes to those who follow an oc- 
cupation where workers are scarce and hard to find, can be shown by 
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necessary. On the other hand, it would be truer to say that it would 
then have been relieved of the burden of having to perform one of its 
functions and would be free to devote its whole energy to the per- 
formance of the remaining functions. However, the necessity of pre- 
serving the balance already achieved, by counteracting any tendencies 
to throw it out of balance, would still remain. In general, however, 
the problem of redistributing our population, by training numbers of 
the rising generation to do more remunerative kinds of work than their 
fathers had done, without very much regard to their individual capac- 
ities, would not be so very acute, because there would be no more 
remunerative occupations. Educators could then consider the indi- 
vidual aptitudes of individual pupils, without much regard to the dif- 
ferences in the market values of different aptitudes, since there would 
be no great differences in the market values of different aptitudes. 
Under the unbalanced condition which most of us know, if a pupil 
shows a special aptitude for a kind of work which is being overdone 
and poorly paid, to train the pupil for that work would be to con- 
demn him to poverty, and no conscientious educator would care to do 
that. He must, in fact, train the pupil for a kind of work which is 
reasonably well paid, and for which the pupil shows some aptitude, 
even though it be not the kind of work for which he shows the greatest 
aptitude. When all kinds of useful work are well paid, the educator's 
problem is greatly simplified. 

To summarize, it is the opinion of the present writer that a balanced 
industrial system would produce four important results: First, it 
would equalize prosperity among different occupations, though not 
among different individuals within the same occupation. Second, it 
would equalize bargaining power as between classes of bargainers, 
though individual differences in bargaining power would remain. 
Third, it would tend to diffuse power as well as prosperity among all 
classes, giving those who follow one trade or occupation approxi- 
mately as much control over business as would be possessed by those 
who follow any other occupation. Fourth, it would work a profound 
change in our educational system by relieving it of what is now one 
of its chief functions, namely, that of redistributing our population 
occupationally by training men to avoid the overcrowded and to seek 
the undercrowded occupations. 

The significant thing about it all, however, is that all these results 
would be achieved without disturbing the institution of free contract, 
or voluntary agreement, as a basis of economic action, which is the 
fundamental characteristic of all free peoples, and against which most 
of the revolutionary propaganda of the day is being launched. 


% 


A BALA 
Roy G. Br 


hearing, on tl 
socialists, bols 


counter plaint 


their proposal! 


days of laisse 


Why not rema 


He is the only 

Professor 
new light, for 
who decry th 


tical subjects, 


chart which i 
progress in al 

Professor ‘ 
lack clarity « 


thing. In tru 


which in the 
begging the q 
examples 

1. Professo 


balanced when 


what you wan 
other things. 

anced? Why 

dred other th 
a balanced s} 
balanced? 

2. “By a 
every essentia 
other.” 

3. “When t 
a just and sa 

4. ““There « 
ductivity of | 
Carver seems 
which are ful 

5. “The ind 

6. “One m 
doubtedly an 

Because of 
dificult to ma 
inconsistent w 
wise inaction. 

1. “A by-p 
none of those 
tolerated and 


LIAL SYSTEM—DISCUSSION 


» me that Professor Carver has been 
laints and agitation of labor leaders, 
- radicals, and, on the other hand, the 
, the social reformers, and others with 
and he has longed for the good old 
id, Why run after new and false gods? 


true and never changing Jehovah, for 


lit for putting an old doctrine in a 

< our old ideas. I am not one of those 
link it the most practical of all prac- 
r, to change the figure, the mariner’s 
intelligent thinking, planning, and 


ny statements, however, which either 
All of us are prone to do the same 


tain that any of us can discuss theory 


to philosophy and its ideals without 
time. Let me give a few of many 

has just been read: 

illustration of a balanced soil. It is 


f the proper constituents for producing 


t it is not then balanced for producing 
the things for which you want it bal- 

, or rice, or beef or butter, or a hun- 
one get the idea of the desirability of 
what determines whether or not it is 


system is meant a system in which 
ll and adequately performed as every 


or properly balanced, it will also be 


nomic balance unless the marginal pro- 


in different occupations.” Professor 


ed or minimized questions of demand 
; those of supply. 


n get what he wants.” 

balanced industrial system is un- 
f popular education.” 
; statements like the following it is 
ms, but some of their implications are 
ude in the paper, or would lead to un- 


lanced condition is that laborers need 
lps in bargaining that most of us have 
ited in the past.” 


‘ 
| 
} 
| 
t 


A Balanced Industrial System—Discussion 79 


2. “Another result would be to make most of our social legislation 
unnecessary.” 

The italics in the above quotations are mine. 

Education that paid no attention to the physical and mental quality 
of the race would not bring about Professor Carver's balanced sys- 
tem in a thousand years. In other words, as he himself has suggested 
elsewhere, genetics, immigration control, and other methods which in- 
volve more radical legislation than what he seems to decry, would be 
involved if much progress is to be made in the ordinary lifetime of 
a nation. 

Professor Carver says: “But what would happen to our educational 
system after the industrial system was once balanced up? It is ob- 
vious that one of the functions, namely, that of balancing up the sys- 
tem, would have been performed and, to that extent, it would seem to 
have made itself unnecessary.” The task of preserving the balance 
already achieved appears to him as a very minor one; to me it appears 
rather large. Every important invention, every.major weather cycle 
would throw the system out of balance. Suppose, for instance, that 
our industrial system had been perfectly balanced for centuries prior 
to the Industrial Revolution. Either an industrial revolution such as 
actually occurred would have been impossible or man’s complex of 
laws, institutions, and traditions adapted to the slow moving centuries 
prior to 1775 would have made it humanely impossible for the indus- 
trial system to have maintained a balance in the face of such a revo- 
lution. 

Until human nature and the world generally change very radically, 
man and his environment will be dynamic, and his industry must be 
dynamic also. As long as industry is dynamic, the only kind of equi- 
librium that can be secured is a moving equilibrium, somewhat like 
that of a bicycle or an aeroplane, not like that of a building on a solid 
foundation. The problem is to maintain a moving equilibrium in the 
direction of progress; to prevent society from getting so many falls 
and bumps that life or progress will be impossible; or to keep the 
balance so that the most progress for the entire race is possible. Un- 
like a bicycle or aeroplane, an industrial system is in more danger of 
losing its equilibrium the faster it goes because its progress is uneven, 
some parts get much ahead of other parts, some lag far behind, so that 
the danger of falling is greatly increased. 

But we have not said a great deal when we have said this. We still 
have to define progress and the means of promoting it. The defini- 
tions are almost as various as the definers; our problems still remain 
with us. What is a “satisfactory” price which brings about a “true 
equilibrium” or a “true economic balance,” is a matter of opinion. 
What constitutes desirable social legislation is likewise a matter of 
opinion, as is also, “an effective system of popular education.” In 
this connection let me add that it is just as important to educate de- 
mand as to pay attention to supply. 

All of us will agree that if the proportion of unskilled laborers is 
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part as yet, and there are several other important fields in which the 
economists should organize and work in such a way as to shape or in- 
fluence legislation profoundly. To say merely that we should have less 
legislation rather than more is to evade the issue. The fact is that we 
are going to have legislation whether economists want it or not. The 
practical thing to do is for economists to recognize this fact and en- 
deavor to shape the legislation in the proper directions. The railroads, 
foreign trade, public finance, industrial relations, and other fields 
present immediate and urgent problems in which the economists of the 
United States ought to give more effective aid than they are now giv- 
ing. Many economists are doubtless pondering in their own closets 
about what our legislators have done or may do about these problems. 
A few individuals actually advise them and take some real part in 
legislation occasionally, but our contribution as economists is pitifully 
small as compared with what it might be if we organized and united 
our forces. 

There is at least one fundamental condition which I shall mention 
that it is necessary to meet if economists are to help as we should in 
promoting an effective education in political economy, to say nothing 
of popular education in its other phases. There is a great deal of 
truth in the popular charge that we are academic. If we are to help 
promote the best legislation about matters that lie at the basis of our 
national progress and existence we must be better informed. If we 
are to teach in a way that counts, we must have more intimate touch 
with practical affairs. Each of us should spend one-fourth to one-half 
of his time doing practical work in his special field, and then each who 
learns anything in the practical world should have sufficient substantial 
reasons to return to and continue teaching. Some progress has been 
made in this direction, but not nearly enough. As long as department 
heads, deans, university presidents, and trustees, follow the alleged 
dictum attributed to an administrative officer of a western university, 
that “Professors is cheap,” they are likely to have a large percentage 
of cheap professors, as well as to reduce the effectiveness of capable 
men who are willing to crucify the flesh for the sake of their faith and 
for their love of the truth. There is no economist here who cannot do 
something to promote the effective education which Professor Carver 
and all of us consider the sine qua non of progress. 


Harry Gunnison Brown.—lIn discussing Professor Carver’s paper, 
I am going to take upon myself the burden of voicing a vicarious pro- 
test. The protest to which I am about to give expression is made in 
behalf of those conservative economists who write most of our text 
books in the field of general or elementary economics and in the field 
of taxation. It is not unlikely that these economists fail to realize all 
the implications of Professor Carver’s analysis and proposals. But if 
they should come to realize these implications, they could not, without 
inconsistency, do otherwise than protest. 

The gist of Professor Carver’s argument is that incomes from labor 
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is, in so far, to destroy the expectation and to do away with that part 
of the present value which is dependent upon it. A gradual increase in 
the rate of taxation on land values in general might conceivably lower 
present selling values of land no more than the prospect of heavy rates 
on future increases of rental yield. Opposition to reduction of pres- 
ent salable values as an unwarranted interference with vested rights 
can hardly, with consistency, therefore, be raised in the case of the 
one plan without being raised in the case of the other also. 

Let us now return to the theme of Professor Carver’s paper from 
which we have more apparently than really wandered. Particularly 
let us note the suggestion of the extension of publicly provided educa- 
tion as a means of establishing “‘a balanced economic system.” My 
contention is that Professor Carver’s proposed policy, like the single 
tax on the rental value of land, would violate the principle of vested 
rights, would be a means of “changing the rules of the game while the 
game is in progress,’ and so can not consistently be supported either by 
conservative economists in general or by most of the writers of econo- 
mic textbooks in particular. 

That the further development of publicly supported education, not 
primarily to secure intelligent citizenship as such but for the express 
purpose of establishing “a balanced economic system” by more nearly 
equalizing opportunity, violates the principle of vested rights, is not 
difficult to show. Here, for example, is a man who has trained himself 
to be an electrical engineer. He may have been born in poverty. His 
opportunities for training had to be made use of by tremendous effort 
and at tremendous sacrifice. Lured on, however, by the prospect of 
large rewards in the engineering profession, he has made the effort and 
the sacrifice that many will not and that others cannot make and has 
prepared himself to enjoy these relatively high rewards. Had the 
prospective rewards been less high, he perhaps would not have been 
willing to undergo the incident sacrifices. He has married and has be- 
come a parent on the strength of the probability of his continuing to 
enjoy high rewards. Society has permitted him to think that he might 
enjoy them and in the faith that public policy in the matter would not 
change he has committed himself in the above-described and perhaps 
other ways. He is still young. Greatly increased competition will 
prevent his securing, in the future, the income on which he had con- 
fidently counted, for which he made the otherwise not-to-be-undergone 
sacrifices, on the expectation of which he is committed to marriage and 
parenthood. Now it is propssed that for the purpose of establishing 
“a balanced economic system,” young men who would otherwise have 
been clerks, artisans, or unskilled laborers shall be trained for his 
kind of work at public expense, shall be made his competitors, shall 
reduce the amount that he can earn through all the remainder of his 
life. Is not this “changing the rules of the game while the game is in 
progress”? Is not this a violation of vested rights? Is not the change 
in policy parallel in this regard to the change in policy which is urged 
by single-taxers? It is true that there is no reduction in the value of 
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parties. In a democracy, on the contrary, where ideals of freedom 
and equality prevail, a satisfactory exchange may be thought to be 
such a balance or equilibrium as will afford a maximum of satisfaction 
to both parties taken together. Similarly, in an aristocracy an indus- 
trial system might be regarded as well-balanced though composed of 
a few exclusive and highly paid professions and many overcrowded 
and poorly paid trades; whereas, the industrial system of a democracy 
would hardly be pronounced ideal if it did not secure both the greatest 
possible production and the greatest possible diffusion of wealth and 
income. 

Scientists speak of a balance in nature when conditions of life are 
such as to permit the various animals and plants of a given region to 
live and multiply, even though some are devoured by others. The 
Athenian social organization of the time of Perikles was doubtless 
satisfactory to the ruling classes, even though it was supported by the 
labor of thousands of slaves and by tributes from scores of subject 
cities. Moreover, that civilization is commended by some people to- 
day, because of its great and permanent contributions to the art and 
literature of the world. Indeed, our own industrial system, with all its 
faults, is regarded by many as fairly well balanced in normal times, 
and there are those who doubt whether much can be done in the way of 
improving the balance without disturbing the foundation which makes 
balance possible. 

The foundation of our present industrial system is the primary bal- 
ance or equilibrium of exchange under freedom of contract, and Pro- 
fessor Carver does not wish to disturb this, but rather to make it still 
more free in order that the factors of production may be combined in 
the most desirable ratios to the end that production may be maximized 
and wealth and income may be distributed in the most equitable way. 
Under such conditions men would add and subtract units of all the 
factors until in every business and industry the point of equi-marginal 
productivity was reached, when, of course, production would be max- 
imized. Both capital and labor would move freely from place to place, 
and from indvstry to industry, until rates of interest would be equal- 
ized, though not necessarily very low, while wages and profits also 
would be equalized, yet sufficiently high to give business men, crafts- 
men, unskilled laborers, and college professors a decent living. Thus 
would be realized the democratic ideals of production and distribution. 
Of course, inasmuch as men are unequal, there is a certain natural 
aristocracy which would have to be recognized if the best results were 
to be attained, for the most perfect freedom of contract could give at 
best equality of opportunity and not equal treatment of unequals. 

Apparently, the ideal state of balance which Professor Carver has 
in mind is nothing less than the perfect competition imagined by 
economists; and the beneficial results, if they could be realized, would 
be economic harmony brought down to earth. Toward this desirable 
consummation not only business men could contribute, but the state 
could do its part, not by fixing prices and wages, nor by public owner- 
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may permit ourselves a glance into the prophetic future when the so- 
cial philosophers building on the efforts of the past continue the bal- 
ancing process, progressively reducing the labor sacrifice by continu- 
ally increasing dependence on scientific utilization of the land supply 
and an expanding supply of capital goods of excellence and all-per- 
vading presence not yet suspected. Here is a field for speculation 
truly exhilarating! How much would, or should, men labor when pros- 
perity is diffused? The answer will perhaps depend on the degree of 
our acceptance of the “workshop” philosophy. 

The crux of the suggestion contained in Professor Carver’s stimu- 
lating paper seems to lie in the possibility of attaining a greater— 
indeed a great—measure of equality in the abilities of men. Pros- 
perity, freedom, and power are all to be diffused. This will hardly 
come to pass until the average man can say to the ruling and possessing 
classes, with truth as he now frequently does with heat, and has said 
for many past generations: “By what authority do you withhold these 
good things for yourselves? Am I not equally capable and deserving 
with you? Will not mankind gain equally with myself if these gifts 
are bestowed on me?” In point of fact the answer to these questions 
has always been: “No” and will continue to be “No” until ability and 
wisdom go with discontent. 

Can such ability be diffused? It would be a rash man who would 
answer confidently that it could in any brief space of time, or yet that 
it could be completely done in generations or centuries. Consider the 
population of our backward sections, the dregs of a mobile popula- 
tion, and our millions of illiterate immigrants of whom a large per- 
centage come from the most backward countries of Europe. Add to 
these our millions of negroes, ignorant, care free, and with lamentably 
low standards of living. We have no certain nor convincing evidence 
as yet of the part played by heredity in perpetuating these classes, 
and with them our ill-balanced social system. Passing that and 
granting to education the largest scope and an immensely enlarged 
field, we are yet faced with the difficulties inherent in the social in- 
heritance. Children are born into homes, families, and environments 
such as their parentage suggests and supplies. We cannot incubate a 
new generation, watch over it with brooding care during its infancy, 
and hand it over to our educational agencies untainted by contact with 
our ill-balanced social and industrial system.. For the earliest and 
most impressionable years children are not reached by the outside 
force of education and uplift at all. It is difficult to conceive that 
they can be so reached. Later they spend most of their youthful 
years under the same home influence. If the home and surroundings 
are stimulating in all good things, the result is very good. If their 
influence is narrowing, deadening to ambition, repressive to good im- 
pulses, lacking in educative effect, the result will correspond. And the 
social philosopher must be abundantly armed with patience in his 
balancing-up endeavor. Doubtless something could be done at once 
and more rapid progress achieved as we gain wisdom in and through 


) 
1 
1 
e 
e 
n 
] 
e 


Association 


Professor Carver in believing 
an only expect progress to be 


the proposal under discussion 
njection of a great degree of 
lity to supply economic needs 
difficulty and impossible of 


‘ove to depend on inheritance. 


rt, even if slow in producing 
; obtained and for the insight 
inequalities of power, free- 


that a ra 
slow and r¢ 
: | 
equall int 


w= 


EMPLOYEES’ REPRESENTATION IN MANAGEMENT OF 
INDUSTRY 


By Royat MEEKER 


U. S. Commissioner of Labor Statistics 


The multitude of causes making for the general dissatisfaction pre- 
vailing among workers which is called industrial unrest, may be com- 
pressed under three heads: (1) Dissatisfaction with their wages, 
hours, and earnings. A feeling on the part of the workers that they 
are not receiving a fair share of the product of industry. A wide- 
spread belief that workers are being exploited by owners, employers, 
and their managers. The rapid rise in prices has greatly strengthened 
this belief even among those workers who have secured wage increases 
in excess of increases in the cost of living. Many thousands of work- 
men who have profited greatly by the price upheavals of the war 
period, firmly believe they are worse off than before the war, or at 
least that the employers have gained more than the workmen and 
hence the workmen are being done by the employers. (2) Dissatisfac- 
tion with the management of industry. A feeling that not only are the 
workers being exploited but that the “enterprisers” are not as enter- 
prising and their managers not as capable as has been commonly sup- 
posed. Work is made needlessly monotonous and uninteresting and 
production is thereby curtailed. The workers feel that industries are 
being conducted from a distance by men who have little or no first 
hand knowledge of conditions and who do not understand the workers’ 
point of view, knowledge, and capacity. These grievances are due in 
larger part to big business organization which has brought about what 
may justly be called “absentee landlordism” in industry. (3) Dissatis- 
faction with the nature of their work. A feeling that industry is a 
treadmill for workers of all kinds, but especially for manual workers, 
and that the opportunities of successful and permanent escape into 
managerial, employing, and capitalistic positions are scarce and grow- 
ing scarcer every day. 

Through collective bargaining workers have long exercised a greater 
or less degree of control over wages, hours, and conditions of labor. 
During the war the principle of collective bargaining was of necessity, 
albeit in many cases rather grudgingly, recognized by all employers 
engaged on direct government work or in the production of essentials. 
The Quartermasters Corps, the Ordnance Office, the Emergency Fleet 
Corporation of the Shipping Board, the National War Labor Board, 
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nism against the absentee ownership of farms in Kansas and Nebraska 
and other Northwestern states, which culminated in the Farmers’ Al- 
liance and Populist movements, manifests itself today against the 
absentee owners of industry. 

Lack of interest in work grows out of absentee ownership. The ab- 
sent industrial landlords, interested only or principally in dividends, 
employed experts, scientific managers, to produce a substitute for the 
old-time workman’s interest in his work. The scientific managers have 
been attacked so violently and so frequently that I feel obliged to 
apologize for referring at this point to the most obvious and funda- 
mental error contained in their original program. The scientific man- 
agers did not, in the beginning of the efficiency movement, differentiate 
between the workman and the machine or tool with which he worked. 
Men and machines were to be made to do each operation the “easiest” 
way, that is, with the least lost motion and expenditure of effort. The 
scientific managers have not yet grasped fully the difference between 
a man and a machine and the economy of making use of the heads of 
the workers as well as their arms and legs. A good deal is said about 
the worker’s psychology, as though the worker were some strange wild 
beast with a peculiar psychology all his own, quite different from the 
psychology of employers and managers. It is because the psychology 
of the worker is the same as the psychology of the employer and the 
manager that strikes and lockouts occur with such distressing fre- 
quency. 

If we grant that a works manager has more brains and knowledge 
than any of the employees under his direction, he should be able to 
organize and plan the work so that if the workmen, instead of follow- 
ing their own devices, follow the plan laid out, the output would be 
bettered both in quantity and quality while the physical energy ex- 
pended to attain this output would be lessened. The theoretical ideal 
of maximum output with minimum expenditure of effort which can be 
figured out by mathematical formulae and pictured on charts, is never 
attained in practice. A much more imperfect layout, which leaves 
much to the ingenuity and initiative of the individual workmen, in prac- 
tice almost always achieves much better results. A man will willingly 
work much harder, expend much more energy, and ‘%e much less 
fatigued working on a job which he has a part in planning, and for the 
results of which he is responsible. The present-day movement for in- 
dustrial democracy is a partial recognition of the fundamental psy- 
chological phenomenon that industrial fatigue is not simply an engi- 
neering question to be stated mathematically in foot pounds per hour 
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facts are that only three industries have set up complete “Whitley sys- 
tems” of joint industrial representation of employers and employees 
with a national council and district councils for the industry and 
works committees for individual shops, and these three industries are 
relatively insignificant; namely, match, rubber, and pottery manufac- 
turing. I am told that there are only two match factories in Great 
Britain. Rubber manufacture increased in importance during the war. 
Pottery is of far more importance than the other two industries, but 
does not rank with the great basic industries of Great Britain. Even 
in the three fully organized industries, the organization is almost pure- 
ly formal, being for the most part a paper organization. It must not 
be assumed that this interesting attempt to make industrial manage- 
ment more democratic has failed. It is merely in the experimental 
stage. The system has not been accepted by either employees or em- 
ployers generally. It must not be too hastily assumed that Great 
Britain has discovered a magic formula for “solving” all industrial un- 
rest. It might seem from the wildly exaggerated accounts which have 
appeared in some quarters that the eager industrial alchemists in Great 
Britain, seeking after the industrial philosopher’s stone, have found in- 
stead the Blarney stone! The search has, however, only just begun 
and what if anything will be found cannot yet be foretold. The ex- 
perts in the division of the Ministry of Labor which is dealing with 
these industrial councils, holding meetings with employers and em- 
ployees constantly, and setting up new national industrial councils 
about every week, do not proclaim that industrial democracy has been 
achieved and labor unrest solved by the organization of national coun- 
cils. Everything is still in the experimental stage, with a strong prob- 
ability that the first experiments will be, at best, only partially suc- 
cessful and that only by trial and error after many experiments will 
a solid basis of settlement be reached. 

It was my good fortune to be present at the first Industrial Con- 
ference called by Premier Lloyd George which met in London, Febru- 
ary 27 of this year. That was a most impressive assemblage, and it 
transacted an amazing amount of business in its lifetime of one day, 
especially as the whole forenoon was given up to an oratorical Donny- 
brook fair in which everybody took a crack at the Premier’s head, 
while he sat by and really seemed to enjoy the proceedings. As a 
result of this first Conference a joint committee consisting of thirty 
representatives of employers and thirty representatives of employees 
was appointed. This committee reported on April 4, recommending 
the establishment of a permanent Industrial Conference, made up of 
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pretty distinct groups, namely: (1) Closed Shop Committees of union 
workmen chosen exclusively by union men affiliated with national or 
international unions; (2) Open Shop Committees composed of workers 
chosen by the votes of all workers who have been employed in the 
shop the required period of time; (3) Open-Closed Shop Committees 
chosen by all workers qualified to vote in a shop that is closed against 
trade unions and which may or may not have a local plant or corpora- 
tion organization of the workers. There is a monotonous sameness in 
the constitutions and by-laws or plans of organization within each of 
these three groups. There is in fact little fundamental variation in the 
published statements of the objects sought and the plans of organiza- 
tion as between group and group. This sameness in descriptive lan- 
guage makes tabulation of the hundreds of shop committee plans easy 
and the results of such tabulation perfectly useless or rather utterly 
misleading. I have, therefore, made no attempt to enumerate the dif- 
ferent kinds of shop committees as to their attitude toward trade 
unions. Each plan and even each shop committee must be studied in 
order to find out just how democratic it is and whether it is working 
as the employers and managers say it is. The trade unions naturally 
enough want all shop committees to be tied up to the national craft 
organizations. The huge majority of employers in this country are, 
and always have been, opposed to labor organizations. The Presi- 
dent’s first Industrial Conference came to a deadlock on the question 
of the right of employees to organize and to choose representatives to 
deal with the management. The employer group in the Conference 
must be taken as representing the majority of employers the country 
over. The speeches made by these representative employers were 
often difficult to understand, but their attitude of mind was never for 
a moment in doubt. They had been driven by hard experience to 
abandon individual bargaining with each employee and te accept col- 
lective bargaining, but they vigorously maintained their right to dictate 
the terms of the collective bargain. These employers conceded the 
right of workers to organize in a given plant and to be represented by 
representatives chosen from among the employees of that plant, pro- 
vided the representatives so chosen were agreeable to the management 
of said plant. The trade unionists on the other hand insisted upon 
the right of the workers to choose the representatives whom they 
thought could best speak for them and make clear their needs and 
wishes. 

It is interesting to note that, respecting labor organization, the posi- 
tion of organized employers and employees is exactly reversed in Great 
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and they are, in my opinion, to be heartily commended and given 
every encouragement. As indicated above, a few establisliments have 
progressed to the point where the employees’ voices do have some 
weight in determining policies and methods and in planning work. 

As to the method by which representatives of workers are chosen 
to the shop committees, there are almost as many different plans as 
there are different plants having such plans. The plan by which rep- 
resentation or participation of the employees is secured is of little im- 
portance compared to the scope of the functions which the committees 
or representatives of the workers are permitted or are able to exercise. 

A bigger question even than that of how collective bargains are to be 
made and who are to be parties thereto is the question of the scope 
and content of the collective bargain itself. The radical trade union- 
ists of Great Britain, and to a much less extent of the United States, 
are insisting that the workers shall take a larger and larger share in 
management, until ultimately all or at least the more important in- 
dustries shall be conducted by the workers. A few interesting experi- 
ments in employees’ management are already being tried out in Great 
Britain,—for example, the John Dawson works at Newcastle-on-Tyne, 
under the managership of Mr. Leonard Humphrey. Mr. Humphrey 
started with nothing and built up a very profitable aeroplane factory 
during the war. He is or was, when I interviewed him, the manag- 
ing director of the John Dawson Company. The company consisted 
of all the employees of the factory. The books of the company are 
open to the representatives of the employees so that they know at all 
times the costs of raw materials, machines, tools, and labor, the al- 
lowance for depreciation and obsolescence, and the selling price of the 
finished products. The workers own collectively 50 per cent of the 
stock of the company; the other 50 per cent is owned by Mr. Hum- 
phrey. While the workers can not therefore fire Mr. Humphrey if 
they should become dissatisfied with him, still they could break up 
the company. They had no desire to do so when I was in England, 
because they felt that they really were helping to manage a very suc- 
cessful enterprise, and that Mr. Humphrey was the best manager ob- 
tainable. During the war Mr. Humphrey paid wages above the scale 
for all trades employed in the John Dawson factory. The working 
day was reduced, if I remember correctly, to eight hours per day and 
forty-four hours per week. Mr. Humphrey said production per day 
and per week had increased remarkably, and it was his intention to 
reduce the working day to six hours. After the signing of the armi- 
stice the factory took up the manufacture of high grade furniture and 
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force of the waves and the tides of the ocean. No engineer has as yet 
been able to devise a practical method for utilizing the giant strength 
of the sea; but every industrial engineer with any imagination what- 
soever dreams of the day when this giant will be harnessed and made 
to do the work of the world. Perhaps it is not and never will be eco- 
nomically feasible to harness the sea, It is likewise possible that 
human nature is fundamentally so constituted that it never will be 
practicable to utilize the good will, enthusiasm, and creative power of 
the workers—to substitute leadership for drivership in industry. It 
may be that industrial peace on earth is unattainable, and that indus- 
trial war is the natural state of man; but I do not believe it. Anyhow, 
it is worth a thorough trial in order to find out whether the workers, if 
given responsibility in industrial management, will become so interested 
in their work that they won’t have time to be restless. 

During and immediately after the war, employers were alarmed at 
the thought of the power of the radical labor movement. The collapse 
of the railway strike in Great Britain and the failure of the British 
miners to win out on the nationalization of the coal mines have greatly 
cheered employers everywhere. The relative industrial calm in France, 
Belgium, and Germany also has had a marked effect. In our own coun- 
try the longshoremen’s strike, the printers’ strike, the steel workers’ 
strike, and the coal miners’ strike have greatly weakened the influence 
of the radical laborite and socialist leaders, while they certainly have 
not strengthened the conservative trade unionists. I think it is per- 
fectly obvious that the wild stampede on the part of employers to set 
up “shop committees” and “works councils” and to proclaim the dawn 
of the new day of “Industrial Democracy” is over. From now on few 
new plans will be set up. Probably many plans already created will 
be abandoned or allowed to perish by atrophy. The sincere attempts 
to enlist the sympathy and help of the workers in bringing about in- 
dustrial peace, however, will continue and will be gradually perfected. 

I am not much interested in the possibility of the workers owning, 
managing, and operating all industries or even the more important ones. 
At the present moment we are not in sight of that consummation. It 
must be conceded that the worker who has served long enough in a 
plant to have acquired a special skill in doing his work, even if it is 
only shoveling slag or wheeling a barrow, has invested something in 
that industry and that plant, and that he has thereby acquired a right 
to have his views as to the conditions surrounding his job considered 
by the management. A means should be provided whereby he may 
present any grievance or any suggestion he may have to make to 
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industrial unrest for there will be no industry, no employers, and no 
employees. Before abandoning ourselves completely to pessimism and 
despair we should at least try the experiment of giving the workers a 
real voice and responsibility in management. 

In all discussions of employees’ representation too much emphasis is 
placed on production and not enough on distribution and consumption 
of the product. The interest of the worker in increasing production is 
bound to wane, no matter how many representatives he may have on 
shop committees and works councils, no matter how much dependence 
is placed upon him in planning and carrying out his work, if in the 
division of the product he does not get or believes he does not get his 
fair share. The share due to labor as a whole and to each individual 
laborer is impossible of exact determination. The concept of economic 
law as a force, as compelling, as universal, as immutable, and as uner- 
ring as the law of gravitation, is beautiful but it doesn’t get us any- 
where. If there is an economic law working uninterruptedly to adjust 
the economic reward of each member of society in accordance with his 
economic merit, or, in other words, in proportion to his contribution to 
the economic product, it remains hidden beyond the ken of the labor 
statistician and administrator. Practically the share of labor is deter- 
mined by the bargaining strength of the workers. 

Of course, if the workers are to be admitted to participation in man- 
agement, they must participate to some extent in the losses as well as 
the gains of industry. A practical method of payment would be to 
guarantee for each position a minimum wage which must be paid re- 
gardless of any losses which the business may suffer. In addition to 
the minimum, a bonus should be provided varying according to the 
contribution of the workers in cutting down labor costs, in reducing 
costs of management, in decreasing spoilage of material, in decreasing 
wear and tear on machines and tools, in improving quality of product, 
in increasing business or in any other way. This would obviate the 
objection to most bonus schemes that the worker is penalized or re- 
warded for the inefficiency or the good judgment of the managers. 

Democracy, if it is not to perish from the earth, must be organized 
for efficiency. It must become far more efficient than it ever has been 
at any time in the past. We are told that democracy has just won a 
tremendous victory over autocracy. Our rejoicings must be tempered 
by the remembrance of the awful cost of the victory in lives shattered 
and snuffed out, in wealth squandered and destroyed, in the chaos 
which has been unloosed on the earth. When we count up the costs we 
do not feel too confident of the fullness of this victory nor too secure in 
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EMPLOYEES’ PARTICIPATION IN MANAGEMENT— 
DISCUSSION 


Coronet Harry B. Jorpan.—The labor problem at government 
establishments has a number of conditions attached to it concerning 
which the average business man has little conception. In connection 
with the talk that I have been requested to make on the Works Or- 
ganization at the Rock Island Arsenal, I desire to bring these points 
out fully so that their bearing on the subject may be clear. They are: 
(1) qualifications for employment; (2) conditions of employment and 
privileges; (3) conditions of discharge. 


I. QUALIFICATIONS For APPLICANTS FOR EMPLOYMENT 


All civilian employees of the Ordnance Department obtain their em- 
ployment by application to the local Civil Service Board stationed at 
each governmental establishment or to the Secretary of the District 
Civil Service Board. The local Civil Service Board at each ordnance 
establishment is composed of three persons: an officer, one of the classi- 
fied employees, and the Secretary of the Civil Service District in which 
the ordnance establishment is located. Applicants for employment 
must be, in the case of males, between the ages of eighteen and fifty- 
five and, in the case of females, between eighteen and forty-five on the 
date of filing papers. The applicant in submitting his papers for any 
position must pass a physical examination, the record of which is 
spread on the application. The applicant must be an American citi- 
zen, and no person can be considered who has been indicted or con- 
victed for any crime or misdemeanor, unless a full record of the case 
is spread on the record and a statement from the trial judge, showing 
the evidence of such person’s subsequent good moral character and 
repute, furnished. All applications filed with the local Civil Service 
Board are rated and the selection in case of vacancy must be from 
among the first three persons on the list. The civil service rules no- 
where make any mention of unions or organized labor and the depart- 
ment does not concern itself with the labor affiliations of an employee 
or the prospective employee; neither does it concern itself with refer- 
ence to religion, the lodges to which a man may belong, or any similar 
matters. The employees are taken on under civil service rules, they 
are maintained under civil service rules, and are discharged under civil 
service rules, 


II. Conpitions or EMPLOYMENT AND Privi_teces THEREBY 


Hours of Labor.—The first eight-hour law was passed in 1868. In 
1892, 1912, and 1913 laws were enacted which extended the applica- 
tion of the eight-hour day. The law provides: 


That the service and employment of all laborers and mechanics who are 
now or may hereafter be employed by the government of the United States, by 
the District of Columbia, or by any contractor or sub-contractor upon a public 
work of the United States or the District of Columbia . . . is hereby limited 
and restricted to eight hours in any one calendar day, 
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Ordnance Department or any other executive department of the gov- 
ernment have absolutely no voice in the matter whatever. 

Wages.—The Ordnance Department is circumscribed in its action by 
regulations governing the fixing of wages. There is no law covering 
wage rates for mechanics and laborers in the War Department, but by 
custom and precedent established through a long period of years the 
matter has crystallized into a regulation which governs the Ordnance 
Department and which states: 

That the Commanding Officer shall make diligent inquiry of the private 
manufacturing establishments in the vicinity of his post, which in his opinion 
should best furnish the comparison desired as to rates of pay paid to the 
workingmen of different grades in each trade or occupation for work of a 
similar nature and grade to that done at his Arsenal and resembling it as 
nearly as possible. 

The vicinity to be consulted is to be taken as the region lying within 
a boundary sufficient to insure similarity of conditions of employment 
and living to those at the point where the effort to fix the wages is be- 
ing made. In considering the wages paid for similar work by different 
manufacturers, attention must be given to the size of the establishment, 
amount of work turned out, nature of the material and tools in use, and 
the standard established for and the degree of conformity thereto that 
may be exacted in the completed article; all of which points influence 
the compensation given workmen of even a similar grade at different 
factories. In other words, the Ordnance Department shall pay its em- 
ployees in any given line of work the same amount of pay for an eight 
hour day that a man on this line of work obtains outside in commercial 
establishments for nine or ten hours. The rate of pay shall not be a 
matter over which the Commanding Officer exercises any discretion 
other than that of carefully ascertaining what the prevailing rate in 
commercial establishments doing work similar to that at his establish- 
ment is. 

In this connection in the case of machinists, toolmakers, and work- 
men in allied trades at the Rock Island Arsenal, the Secretary of War 
has directed that in addition to such establishments in the tri-cities of 
Davenport, Rock Island, and Moline which do similar work, shops en- 
gaged in comparable work in Chicago shall be considered; and that 
rates in Peoria, Monmouth, and other small towns in the neighborhood 
of Rock Island Arsenal shall not be consulted as the living conditions 
in those towns are not comparable to the living conditions in the tri- 
cities. In other words, it is held that the living conditions in the tri- 
cities more nearly approach those in Chicago and therefore the rates 
of pay in Chicago and the tri-cities only shall be used. That is to say 
that “the vicinity” means the tri-cities plus Chicago. 

The operation of the Compensation Act in case of disability due to 
accident or injury in the course of employment is also a very valuable 
consideration to the workman, as it gives him free medical treatment 
and pay during such disability. Another condition which the work- 
ingman considers in obtaining government employment is that its con- 
tinuity is practically assured. Of course, this would not apply to war 
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represented more than a single craft interest and they had grown up 
in the older atmosphere when employees were supposed to confer with 
the management only when grievances were to be aired. They offered 
only intermittent contact between the management and the employees 
and that contact at a time when differences of opinion already existed. 
These committees and individuals acting under their constitutional right 
frequently took matters to higher authorities in Washington and else- 
where. Of course, all such complaints and statements eventually came 
back to the Arsenal Commander for his side of the question, and this 
method of handling matters in no way expedited settlement, but on 
the contrary delayed it, simply creating additional causes of friction. 

The thought that governed me in approving the Works Organiza- 
tion which has been installed at the Rock Island Arsenal was that we 
should begin with the conception that differences between the employer 
and employee are not irreconcilable and that the building of a Works 
Organization should not be based on a foundation of grievance com- 
mittees and arbitration committees. The approach to the type of 
organization desired was one that should come from the conception that 
both the management and the men have interests in common, and that 
industry and its corollary, production, will suffer much by failing to 
gain the coéperation of the intelligent and experienced workers in the 
immediate problems with which they are directly concerned. To bring 
about this condition the Works Organization must provide an easy and 
continuous method of conference between the management and the 
workers and at the same time give the employees the full democratic 
right to select their representatives. The organization at Rock Island 
Arsenal meets these requirements. It gives a plain statement of its 
cause for existence when, in the order establishing it, it says: “In 
order to establish a definitely organized means of communication and 
conference between the management and the employees of the Rock 
Island Arsenal, the following plan is adopted.” 

This plan takes absolutely no administrative responsibility from the 
management of the Arsenal and yet at the same time it provides a 
means, a known prescribed channel, by which any one of the employees 
can bring a matter in which he is interested—and understand me that 
this does not mean grievances in hundreds and hundreds of cases— 
to the proper person whom he can consult with regard to it. 


IV. Works OrGANIZATION 


The organization of Rock Island Arsenal is readily divisible into 
thirteen departments and the Works Council is based on departmental 
representation. The Works Council is composed of three elected rep- 
resentatives from each of the thirteen departments, these representa- 
tives being elected by secret ballot. This secret ballot is entirely con- 
trolled by the employees; the only part the management has in it is 
that it provides a timekeeper in association with the two employee 
judges who certifies to an employee's eligibility to vote in a given 
shop. No employee of less than eighteen years of age and with less 
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at a recommendation and comes to an impasse, the matter is referred 
to the Joint Conference Committee; and if deemed by it of sufficient 
importance it is passed on to the Central Council with a request for an 
expression of opinion or recommendation to guide the Joint Confer- 
ence Committee in its decision. The Joint Conference Committee meets 
once in two weeks. Frank full discussion of all matters brought up be- 
fore it takes place. So far no matter has been forwarded for the action 
of higher authority with one exception,—the rate of fare to be charged 
on the street cars on the Arsenal, on which the Joint Conference Com- 
mittee could not arrive at a decision satisfactory to both the manage- 
ment and the employees. This was referred to the Commanding Officer 
of the Arsenal and by him to the Chief of Ordnance for final decision. 
The joint standing committee system with the weekly meetings of the 
Central Council and the bi-weekly meetings of the Joint Conference 
Committee makes possible speedy conference on all matters and insures 
continuity and growth of experience and the development of a consis- 
tent policy. 

I think it may be accepted as a fundamental proposition in our gov- 
ernment establishments that the development of any form of work- 
ers’ organization must not be used in opposition to trade unionism. On 
this basis only can a better relation between employer and employee 
be worked out. The hearty coéperation of the employees of Rock 
Island Arsenal could never have been gained had they not been con- 
vinced of the fairness of the Ordnance Department towards trade 
unions as well as to all employees. The trade unionist has been per- 
fectly frank in stating his position of distrust towards works organi- 
zations; he has frankly said that his hostility to such councils is due 
to the many times they have been used to weaken unionism, and he 
has in many cases made such organizations ineffectual when facts have 
justified his belief. I know of no ulterior motives in the Ordnance 
Department. The Department believes that even in an industry where 
the employees are highly organized there is still a necessity for de- 
veloping channels of conference and communication with the plant. 
In no other way can the innumerable details of industrial relations be 
handled efficiently and expeditiously. 

The relation of ordnance to the craft organization is simple and 
straightforward. Civil service regulations require that there shall be 
no discrimination against employees because of their religious or po- 
litical affiliations. While pronouncements on trade unionism are out- 
side the province of civil service, the policy of the government during 
the war expressly formulated by the War Labor Board discountenanced 
any discrimination because of trade union affiliations. Following this 
policy the Ordnance Department does not permit the question of union 
affiliation to be asked of any individual. But while there is no ques- 
tioning in the ordnance establishments of the relation of the individual 
to trade unionism, the craft organization, being a part of the social 
structure and with a technical point of view distinctive to each craft, 
affecting industry as a whole, is welcomed in the presentation of that 
point of view to the proper ordnance officials. 
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idea here expressed, it carries an implication to which I can agree 
only in part. 

The establishment of wholesome industrial relations is primarily a 
question between management and men, and the character of manage- 
ment does not necessarily depend on who owns the business, or where 
he lives. To be more specific, everyone who has had occasion to ob- 
serve the functioning of industrial relations in plants of different char- 
acter will recognize at once that we are just about as likely to find a 
high grade forward-looking manager working for absentee owners 
as we are to find such a manager among plants in which management 
and financial control are centered locally in the same hands. My own 
experience has been that there is no one quite so impervious to pro- 
gressive ideas with respect to industrial relations as the owner-man- 
ager of a small or moderate sized plant who developed his plant and 
his ideas in the last century, and who has kept both plant and ideas 
rigid ever since. I should not go so far as to say that this type is en- 
tirely typical of the small plants, but I am inclined to think that we 
shall find progressive ideas coming out of the large plants whose 
ownership is widely scattered, and whose financial control is central- 
ized away from the plant, quite as frequently as we shall find it in the 
plants locally owned and managed. 

The element of unreality to which I referred consists in this con- 
nection in drawing too sweeping generalizations from particular cases. 
Just now the public instinctively thinks of the United States Steel 
Corporation as typical of absentee ownership. If, however, instead of 
the Steel Corporation we think of any one of a dozen or more other 
nation-wide corporations that might be selected, we should find not 
only progressive management, but in many of the cases we should find 
that the inspiration for progressive management was coming from the 
centers of financial control in the corporations concerned. 

Another point of unreality in the general discussion of this subject 
is the tendency to assume that a man who has not himself worked with 
his hands in the industry in which he is manager, cannot take a sympa- 
thetic view of the problems by which a worker in that industry is con- 
fronted. I am sure that every man who has had responsible practical 
experience in dealing with industrial relations will agree with me that 
of all the bigoted, arrogant, and dictatorial managers in the land, none 
are quite so arrogant as the arrogant group among those who have re- 
cently risen from the ranks. 

Lest these observations appear captious and immaterial, let me make 
it quite plain that I am bringing them into the discussion in no cap- 
tions spirit. My thought is merely to emphasize what to my mind is a 
very real danger of too sweeping and too early generalization in mat- 
ters in which specific experience to date is fairly evenly balanced, and 
hence cannot be said to point in any one direction. 

I do not wish merely to emulate Sir Roger de Coverly by observing 
that “there is much to be said on both sides.” As a positive thought I 
should like to urge the wisdom of centering attention on questions of 
industrial-relations management and of not troubling ourselves over- 
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which would never come within the scope of his negotiations. I have 
also found many instances in which the shop committee and business 
agents working harmoniously together with management were able to 
achieve things which neither of them alone could accomplish. 

The presence of a functioning shop committee in a union shop means 
merely that the business agent in order to be at the same time useful 
to the workers and successful from the union standpoint, must be of 
the adjusting rather than the fighting type. Shop committees or- 
ganized in good faith and with the idea of full coéperation with the 
union, will result shortly in developing in unionized crafts an entirely 
new type of business agent, a business agent who will find ample 
field for his constructive activities in those questions which involve 
more than the single plant. This type of business agent will gradu- 
ally learn that his real power is enhanced rather than crippled by not 
injecting himself into problems which can be settled amicably and in 
full accord with union standards within the plant. Such a develop- 
ment is devoutly to be wished. 

By emphasizing then the compatibility of labor unions and shop 
representation we can help on the one hand to eliminate the tricky em- 
ployer who would sell his employees a gold brick in the form of spu- 
rious shop representation, and on the other we can help the union 
educate the meddlesome and needlessly militant business agent. With 
industrial relations organized on a peace basis, the business agent who 
can only function on a war basis will naturally be replaced. 

Whether a shop is union or non-union, complete freedom of ex- 
pression both in the choice of representatives and with respect to 
questions discussed is a thing that must be protected and carefully 
fostered. The scope of subjects covered by shop representatives and 
the finality of their decisions are questions upon which some sort of. 
policy is necessary. Undue anxiety about the range of shop commit- 
tee activities will tend to check that spontaneity which is the best 
augury of success. The detailed working out of policies may safely 
become a matter of evolution, and the machine under which the basic 
purpose of representation is developed should, in my judgment, be 
almost entirely a product of evolution. The nature of the business, 
its history and personnel, and the character of industrial relations as 
they develop under shop representation will naturally determine the 
forms of organization. 

Passing to the implications back of the whole movement toward rep- 
resentation, it seems to me that the problem which confronts us is 
really a problem of developing constitutional government in industry. 
I believe we should center our attention upon this idea, and ignore for 
the moment the question whether this government is to be at once a 
complete industrial democracy or some other constitutional form. 

One of the criticisms frequently urged against unions is that they 
represent government by oligarchy, and the question is raised why 
should we overthrow the autocracy of the employer,—an autocracy 
which doubtless oftener than not is a benevolent autocracy,—why 
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meet the difficulties which come up under his decision tomorrow and 
next week, feels a sense of responsibility which no improvised arbitra- 
tion can produce. If the arbitrator goes wrong he at once becomes a 
target not only for the parties in interest, but for the public as well. 

I see before me Professor Tufts, the arbitrator in the men’s cloth- 
ing industry of Chicago. Employers and workers alike, in that in- 
dustry, have full confidence in the wisdom and fairness of Professor 
Tufts’s decisions. Such confidence has to be based on a sense of per- 
manent responsibility in my judgment. 

Constitutional government in industry must ultimately mean authori- 
tative decision of disputes which defy determination by the parties. It 
must also mean ultimately authoritative representation of the public 
when these disputes are being settled. The relations between em- 
ployers and employees in particular industries can be embodied in 
basic agreements which will serve as the institution on which the in- 
dustrial relations in the industry concerned are founded. Provision 
for continuous impartial decision as to the true meaning of such agree- 
ments may be made a part of the agreements themselves, and the 
judge who is to decide may also be selected by agreement before dis- 
putes arise. Such an arrangement will not be subject to the objections 
raised against compulsory arbitration. The development of compre- 
hensive voluntary agreements in different industries and the continuous 
impartial and authoritative interpretations of them will gradually fur- 


nish the essential elements of genuine constitutional government in 
industry. 


D. R. Srevens.—Dr. Meeker’s attitude toward industrial repre- 
sentation is very fair. He evidently feels that industrial representa- 
tion plans should be given a thorough tryout. In his paper he pointed 
out many practical pitfalls which can confront representation plans, 
especially those plans where the management is not sympathetic or 
has introduced the plan for what it can get out of it. 

Professor Gardner in his address last evening indicated that econo- 
mists can point out what is the trouble in the field of industrial rela- 
tions, but due to their lack of actual experience with industry it is 
difficult for economists to suggest a remedy. I seemed to find in Pro- 
fessor Gardner’s speech an appeal for something constructive as a so- 
lution of the present day troubles. That is what the industries are 
now trying to offer. They are trying to answer the appeal for some- 
thing constructive by making a sincere attempt to solve labor problems 
through fair industrial representation plans. 

I wish that I might be here not as a representative of Goodyear 
but to discuss industrial representation in general. But you have 
asked me to describe the Goodyear plan. What we have to offer at 
Goodyear is our constructive contribution. It is not the last word 
and it is not a panacea for labor trouble. It is our best effort to date. 
I do not wish to appear before you as one who desires to make a 
speech but rather as one who believes it is a duty to explain to educa- 
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cause it tends to break down class distinction. Instead of having the 
two classes, capital and labor, or even the milder words men and 
management, we have tried to work out an industrial state, if you can 
visualize such an ideal, where all groups (rather than classes) includ- 
ing the workers, the inspectors, the foremen, the staff men and the 
management themselves have proper representation, just as they do in 
a state. All these groups need help. Dr. Meeker mentioned in his 
paper the fact that the “still small voice of the management” is heard 
in practically all plans. This is indeed true and should be true. Any 
plan where the still small voice of the management is not heard would 
be a very sorry plan, for if the management is not competent to run 
the factory and make its voice very real instead of something small, 
by all means the management should be changed. The Goodyear 
plan is to give corrective power to those who are affected by the 
rules laid down by the management. The plan is not designed to take 
executive power away from the management. It gives more real 
power to the men in our opinion than almost any other plan in exis- 
tence. As in the case of the national government, the House and Sen- 
ate both elected by the Industrians (a coined word) have power to 
over-ride the factory manager’s veto by a two-thirds vote. 

The factory is divided into precincts which elect one representative 
each (total of forty precincts) and also into ten districts (four pre- 
cincts to a district) which elect two senators each. The Senate is 
composed of twenty senators who have been five years or longer 
with Goodyear, and the House of Representatives is composed of forty 
representatives who have been one year or longer with Goodyear, 
thus giving a parallel situation to that found in our national govern- 
ment. Parts of the Industrial Representation plan are copied outright 
from the Constitution of the United States. An Industrian is in in- 
dustry what a citizen is in a state. A man before becoming an Indus- 
trian must have certain qualifications, namely, six months service, 
American citizenship, and eighteen years’ age. 

Now you will want to know what the plan has done. I have a very 
limited amount of time to tell you but merely to show you that the sub- 
jects have been large subjects and not “piffle,” I will point out the 
following: (1) establishment of permanent shifts instead of rotating 
shifts; (2) establishment of Saturday half-holiday; (3) improvement 
through coéperation with the management of all rates within the engi- 
neering departments; (4) improvement of storeroom rates and hours; 
(5) improvement of inspector’s rates and as a result the establishment 
by the management of the merit-rating system; (6) the handling of the 
meahinists’ strike, which came upon us when the plan was new and 
everyone was green. Due to the efforts of the assembly and the man- 
agement 58 per cent of the machinists remained at work and Goodyear 
machinists who went on strike came back first, thus breaking the strike, 
and one week later the men in all the other plants returned to work. 
So you see that the plan is not a panacea, but we have gone into it 
because we believe the plan is fair and just and right and for no 
other reason. 
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ing the standard estimating, cost finding, salesmanship, advertising, 
or other business courses prepared by the Committee on Education of 
the United Typothetae, and examined and approved by the School of 
Business Administration of Harvard University. These courses are 
given by competent instructors in the evenings in different localities 
where there are branches of our national organization. The tendency 
of the printer today to approach the problem of industrial relations in 
an open minded, scientific way, is in part due, I venture to say, to his 
becoming a student of the different phases of his business. 

I have stated that the United Typothetae as an organization has no 
labor policy. Members of the organization who are particularly in- 
terested in the labor phase of their business have the privilege, if they 
so desire, of affiliating themselves with either the Open Shop or the 
Closed Shop branches of the United Typothetae, according to their 
preference of dealing with their men as individuals or through the 
unions. Both branches are very active and both have in their member- 
ship leading printers of the country. 

The Closed Shop Branch of the United Typothetae has within the 
past year become a party to the International Joint Conference Coun- 
cil which has been set up representative of employers’ organizations 
and international unions in the commercial branch of the printing in- 
dustry for the purpose of bringing about greater stabilization of in- 
dustrial conditions within the trade. 

In some respects our Joint Council resembles the National Joint 
Standing Council of the English Whitley plan, but there are also im- 
portant differences. This becomes evident when a comparison is made 
between the constitutions of the Joint Industrial Councils in the print- 
ing industry in England and in the United States. In England, by the 
way, as far as I have been able to ascertain, the constitution of the 
Joint Industrial Council in the printing industry is still in draft form, 
and no meeting of the Council has been held; while our Joint Industrial 
Council is a going concern. This would tend to bear out the point 
made by Dr. Meeker, that the Whitley councils in England were not 
developing as fast as we may have been led to believe. Examining the 
draft constitution of the English council and the constitution of our 
American council, we find one marked difference; our American coun- 
cil corresponds to the “National Executive” provided for in the Eng- 
lish draft plan. The National Executive might be called the board of 
directors of the English Industrial Council. The English Industrial 
Council itself includes the organizations of the employers on the one 
hand and of the employees on the other in the allied printing trades. 
The members of the National Executive are elected by the organiza- 
tions which make up the Industrial Council. 

In the United States we do not have an industrial council in the 
allied printing trades in the English sense; our Council resembles the 
National Executive of the English plan. Its members, eight in num- 


ber, are selected by the employers’ and employees’ organizations as 
follows: 
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Employers thetae of America, Closed Shop Branch, 
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Employees | Typographical Union (one member) ; 
International smen and Assistants’ Union (one member) ; 
International | 1 of Bookbinders (one member); Interna- 
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(and upon the economic conditions of the industry at the time of re- 
adjustment). 

4. That a uniform standard system of cost-keeping is considered 
fundamental to insure stability, permanence, and prosperity to the 
industry, and to provide a basis for securing a greater degree of uni- 
formity in conditions throughout the country; a clause to be included in 
local agreements providing that such a standard system as is recog- 
nized by the organization represented in the International Joint Con- 
ference Council be required. 

5. That controversies over wages, hours, and working conditions be- 
tween employers and employees, can and should be settled without re- 
sorting to lockouts or strikes, through voluntary agreements to refer 
disputes where unable to settle through conciliation to joint boards of 
arbitration, composed of equal representation of employers and em- 
ployees, provision being made for an impartial arbitrator if necessary. 

As the president of one of the unions, a member of the Council, has 
put it: “It should be clearly understood that the adoption of these 
principles by the Joint Conference Council does not arbitrarily compel 
their acceptance either by unions or by employers. They point the 
way to the elimination of much industrial unrest, to the fair adjust- 
ment of wage controversies, to the establishment of stability and pros- 
perity, and to the progress of those who are engaged in this branch 
of the printing industry.” 

In a recent address before the Employment Managers’ Association 
Professor John R. Commons pointed out that through its International 
Joint Conference Council the printing industry was attempting to 
stabilize the dollar. What he had in mind was the incorporation of 
automatic cost of living wage adjustment clauses in recent wage agree- 
ments in such cities as Chicago and Detroit in accordance with the 
principles endorsed by the Joint Conference Council. 

One of the most constructive acts of the Council has been the adop- 
tion of a resolution to the effect that the organizations represented in 
the Council will voluntarily adopt the 44-hour week throughout the 
country on May 1, 1921.1 The last reduction of hours in the organized 
branch of the printing industry was brought about through country- 
wide strikes costing both employers and unions millions of dollars. 
From all indications as a result of the Council’s deliberations the next 
reduction in hours will be made peacefully and without upsetting the 
industry. Before the 44-hour week resolution became effective it was 
necessary to have it ratified by the different organizations represented 
upon the Council, as is provided when important issues are to be de- 
cided. No important action of the Council can become effective until 
it has been referred to the organizations which are represented in it 
and the unanimous approval of all the organizations has been given. 

Other subjects which the Council is giving. consideration are the 
standardization of contracts, the apprenticeship problem, the setting up 
of joint district councils, and wage uniformity. 


1This does not affect the Open Shop Branch of the United Typothetae of 
America. 
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fact, many attempts have been made to secure the codperation of labor 
in production by setting up incentives in the form of bonuses, profit- 
sharing in its many forms, piece work, scientific management, etc. 
These various plans have been developed in the main by employers or 
by those who have approached the problem from the entrepreneur or 
profit point of view. Consequently, greater reliance has been placed 
upon the ‘economic as distinguished from the psychic incentives. 

Appeal through economic incentives has taken several forms: (1) 
In profit-sharing, it has been assumed that the receipt of a share of 
profits would create an ownership interest in the industry. But ex- 
perience has shown that profit-sharing has not been a sufficiently pow- 
erful or immediate incentive to have much effect upon the average 
workman. A slight increase in wages will usually yield a larger re- 
turn than can be expected from a share in profits and will be certain. 
(2) Sale of stock on favorable terms to employees, while the plan may 
be liberal and effective as a means of safe investment for the savings 
of the employees, has proven no more effective in developing owner- 
ship interest in industry. Such plans do not convey real power in di- 
recting or controlling industry. (3) Piece work is a powerful eco- 
nomic incentive. It individualizes work and pay, but it places the 
premium upon output at the expense of quality. It is, however, the 
most powerful and effective incentive that has been developed in mod- 
ern industry. Nevertheless, employers frequently complain that em- 
ployees under a piece-work system set a shop pace that unduly re- 
stricts output. This fact, in a large measure, accounts for the popu- 
larity of scientific management among some employers. (4) Speaking 
generally, scientific management sets up a work standard that must 
be attained before the wage bonus can be enjoyed. The incentive is 
not essentially different from that of piece work except that the extra 
pay for extra work is more directly under the control of the manage- 
ment. The work standard under most scientific managements plans 
is set up by a specialized department and the workmen have little or 
nothing to do with the development of that standard. As applied to 
the direct activity of labor, i.e. eliminating the effect upon the organi- 
zation of the shop, materials, etc., scientific management does not seem 
to provide an incentive that will take the place of those present in the 
simpler conditions of industry. There are elements that go to make 
for productive efficiency of labor that do not seem to be met by the 
plans that have been devised for that purpose in modern industry. 

Turning now from the incentives that have been developed in in- 
dustry to the demands of labor for participation, we find an urgent 
demand for a particular form of participation in management. I 
quote from the reconstruction program adopted at the Atlantic City 
Convention of the American Federation of Labor under the topic, 
“Democracy in Industry”: 

Two codes of rules and regulations affect the workers: the law upon the 
statute books, and the rules within industry. 
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try. It does not now look in the direction of greater responsibility 
for amount and quality of output. In fact, adequacy of supply is as- 
sumed and the real problem for labor is one of distribution. In sup- 
port of this statement I quote again from the Reconstruction Program 
of the American Federation of Labor: “Just wages will prevent in- 
dustrial stagnation and lessen periodical unemployment. Give the 
workers just wages and their consuming power is correspondingly in- 
creased. A man’s ability to consume is controlled by the wages re- 
ceived.” ‘“There is no basis in fact for the claim that the so-called law 
of supply and demand is natural in its operations and impossible of 
control or regulation.” “There is, in fact, no such condition as an iron 
law of wages based upon a natural law of supply and demand.* 

The way out to them is through organization: ‘There are no means 
whereby the workers can obtain and maintain fair wages except 
through trade union effort. Therefore economic organization is para- 
mount to all their other activities.’’* 

This I think represents fairly the position of organized labor in re- 
spect to the part labor is to play in management. It is not surprising 
that organized labor has proceeded no further in the direction of assum- 
ing responsibility for quantity and quality of output. As it now exists 
trade unionism is primarily a militant organization. In the past so 
much time and energy have had to be spent in securing an audience 
with employers on an equal footing, that comparatively little attention 
has been given to the problems of management as understood by the 
employer. The real issue between labor and capital is a contest for 
power. Labor challenges the employer’s right to dominate industry 
and demands a voice in controlling industry so far as that control per- 
tains to labor, and justifies its demand on the ground that the existing 
control by the employer is repugnant to the principles of democracy. 
It is assumed that because we have political democracy we should there- 
fore have industrial democracy. However, mere transference of power 
from employer to employee will not solve the problems of labor. What- 
ever may be the facts concerning the existence of definite union rules 
restricting output, the present program of organized labor does not, 
from the very nature of the problems with which it is dealing, 
set up incentives that stimulate the interest of workmen in quantity 
and quality production. Labor may one day find itself in the possession 
of the power to control industry and discover that it has inherited a 
new problem in the nature of the responsibility for the proper exercise 
of that power. Wages can not be paid except as goods are produced. 

Plans for employees’ participation in management have been de- 
veloped primarily from either the employer or labor point of view. 
With few exceptions participation does not carry with it responsibility 
for the exercise of the power conveyed. Nor are the plans of partici- 
pation usually of such a character as to develop that responsibility. 
The schemes for the adjustment of disputes, whether they be in the 


3 Proceedings of the American Federation of Labor, 1919, p. 72. 
4 Ibid. 
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A comparison of the agreements as renewed from time to time, will 
show a gradual extension of questions covered. How far the plan is 
furnishing incentives to workmen to quantity and quality production, 
I am not in a position to know. But two things can be said of its 
operation: (1) Employees are made to face before the trade board 
the consequences of particular demands or decisions upon the success 
of the business. (2) The plan has developed a considerable good will 
among the employees in the industry. By way of illustration of this 
fact, I will quote a statement made a few years ago by a girl at the 
time of a strike against another firm. She said, “I never tell any of my 
friends that I work for firm XX. When anybody asks me where I 
work, I tell them for Hart, Schaffner & Marx.” 

It is not assumed that this plan can be lifted bodily and planted in 
another industry where the traditions and industrial problems are dif- 
ferent. But as a plan of participation it is instructive because it ap- 
parently is developing an experience in labor relations in industry that 
enables the employer and employee to get beyond the discussion of 
questions of distribution and to consider their mutual interest in pro- 
duction. The spirit in which any plan of participation is undertaken 
has never been better put than by the Mayor’s Council that revised 
the New York Protocol in 1915: 


In the endeavor to work out the plan of a new compact of this sort the 
council has laid down the following fundamental rule: 

That the principle of industrial efficiency and that of respect for the essen- 
tial human rights of the workers should always be applied jointly, priority 
being assigned to neither. Industrial efficiency may not be sacrificed to the 
interest of the workers, for how can it be to their interest to destroy the busi- 
ness on which they depend for a living, nor may efficiency be declared para- 
mount to the human rights of the workers for how in the long run can the 
industrial efficiency of a country be maintained if the human values of its 
workers are diminished or destroyed? The delicate adjustment required to 
reconcile the two principles named must be made. Peace and progress de- 
pend upon complete loyalty in the effort to reconcile them.5 


Dititew M. Frepriksen.—There is one point of view, I think, which 
should not be omitted in this discussion,—the point of view of the pub- 
lic, the consumer. It is evident that employees’ participation in man- 
agement will mean higher wages, shorter hours, certain expenses inci- 
dent to better working conditions, resulting in increasing cost of the 
product, which can only be partially offset by increased effectiveness. 

I think it significant that most of the industries in which so far shop 
councils have been established and improvements effected have been in 
the class that may be characterized as specialties: manufacturing some 
special product in which there is either a monopoly, or special advan- 
tages so that abnormally high profits: are made. Henry Ford, with 
annual profits of fifty millions a year, can easily pay his employees 
higher wages and give them better conditions without increasing the 
price of his output. The government arsenal is a special instance, in 
which the selling price of the profit does not enter. 


5 Monthly Review, United States Bureau of Labor Statistics, August, 1915, 
pp. 9, 10. 
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PRICES AND RECONSTRUCTION 
By Westey C. 


New School for Social Research 
I. ProptemMs aND Mernops 


The chief aim of this paper is to consider what basis we have for 
forecasting the probable course of wholesale prices in the United 
States during the next few years. 


Upon this problem past experience sheds a most uncertain light. 
Prices fell after the Civil War in this country and after the Na- 
poleonic wars in England. Indeed, the fall began in both of these 
cases before the fighting stopped.’ Forecasts based upon what hap- 
pened in these two wars have already been vitiated by the rise of 
prices in 1919. Present conditions differ in so many respects from 
conditions at the close of the Napoleonic and the Civil wars that close 
correspondence between the price fluctuations then and now is not 
necessarily to be expected. Consequently we stand a better chance 
of forming correct anticipations by analyzing present conditions than 
by recapitulating the experience of fifty and a hundred years ago. 


What, then, brought on the recent rise of prices? What prevented 


1The best available index numbers for the years referred to are the fol- 
lowing: 
England 
Taylor’s and Jevons’ Index Numbers | 
of Prices by Periods 
(Average for 1784-90—100) 
Taylor’s Index Jevons’ Index 
1784-90 100 100 
1791-97 120 118 
1798-04 150 143 
1805-11 174 166 
1812-18 177 153 
1819-25 125 110 
1826-32 104 94 
1833-37 104 92 


United States 
Medians of the Relative Prices of 


92 Commodities 
(Prices in 1860—100) 


Mr. N. J. Silberling, from whose paper in the Review of Economic Statistics 
(October, 1919, p. 285), the English figures are taken, believes that John Tay- 
lor’s recently discovered figures which include 90 commodities are more reliable 
than Jevons’ index which contains only 52 commodities (or 40 if different 
varieties of the same article are not counted separately). After writing his 
article Mr. Silberling discovered a third English index including 90 commodi- 
ties in 1790-1830. This series puts the highest point in 1813-14. The American 
figures are from Wesley C. Mitchell, Gold, Prices, and Wages under the Green- 
back Standard, p. 59. 
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the New York banks lost $56,000,000 of cash in a single week, the 
60-day discount rate rose from 2%4 to 8 per cent, clearing-house loan 
certificates were resorted to, and $386,000,000 of the emergency cir- 
culation provided for by the Aldrich-Vreeland act were issued. Gold 
exports reached $105,000,000 by the end of the year.’ Exports of 
merchandise were severely restricted in August and September, and 
while they rose again toward the close of 1914 they did not surpass 
previous records until the following February. On domestic business, 
of course, the effect of these events was to intensify the already-pre- 
vailing depression. The winter presented a grave problem of un- 
employed men and idle machinery. 

In the commodity markets the immediate consequence of the war 
was a sudden upward leap of sugar and grain prices. These move- 
ments together with greater but less important advances among 
chemicals sufficed to raise the general price level 4 per cent in August. 
But after the first flurry was over domestic depression counted more 
for a time than foreign demand and the price level receded again. 
Throughout the first six months of 1915 prices remained constant at 
the prewar level. The war-time rise did not begin until July, 1915, 
and it did not assume marked proportions until the end of that year— 
about seventeen months after the invasion of Belgium.* 

Unquestionably it was the impetus from Europe that started Ameri- 
can prices on their upward course. This foreign demand for Ameri- 
can products is one of the factors that has been analyzed and measured 
in such fashion that its development and effects can be followed rather 
clearly. Mr. W. J. Berridge has segregated the imposing total values 
of exports into their two component factors—the increase in the 
physical volume of goods shipped abroad, and the increase in prices. 
He finds that the price factor counted for little in the fiscal year 1915. 
Prices of exports rose only 1 per cent above their prewar level, while 
the physical volume of exports rose 22 per cent, despite the lean early 
months of the year. In the fiscal year 1916, however, the increase in 
prices reached 22 per cent and that in physical volume 57 per cent. 
In 1917 the figures are 63 per cent increase in prices and 72 per cent 


3 The best account of the crisis of 1914 is that given by Dr. B. M. Anderson, 
Jr., in Effects of the War on Money, Credit, and Banking, in France and the 
United States. (Carnegie Endowment for International Peace. 
Economic Studies of the War, No. 15.) 

4The index number made from quotations for 1366 commodities by the 
Price Section of the War Industries Board (History of Prices during the 
War, Summary, p. 26), will be found on the next page. 
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1914 1915 
1dex Per cent | Index | Per cent 
num- of num- of 

er changel| ber change1 
Years ... 1 99 —20 | 102 + 3.0 

Quarters 
First .... 100 — 20 | 100 ote 2.0 
Second . 97 — 3.0 | 100 0 
100 8.1 | 102 2.0 
Fourth . l 98 — 2.0 107 —+ 4.9 

| 

Months | 
January .. 100 — 10 | 100 ao 2.0 
February . 100 0 100 0 
March .... 99 — 10 100 0 
ee 98 10 | 100 0 
May ...... 97 — 1.0 |} 100 0 
June ..... 97 0 | 100 0 
97 | 102 2.0 
August . 101 141 | 102 0 
September 101 0 102 0 
October .. 99 —20 | 104 4+ 2.0 
November . 95 1.0 107 2.9 
December . 98 0 lll 3.7 

1917 1918 

re 175 438.9 | 194 +10.8 

Quarters | 
First ... 152 + 93 187 + 2.7 
Second 177 116.4 190 + 1.6 
Third ..... is? | + 56 197 + 3.7 
‘ourth 1is2 | —27 | 202 - 95 
Fourth . | | -++ 5 

Months 
January .. 148 +28 | 185 + 1.6 
February . 151 1. 2.0 187 + 1.1 
March ... 166 | +33 188 + 6 
170 9.0 191 4. 1.6 
May ..... 178 4.7 190 — 5 
June 183 2.8 189 — 5 
189 | + 33 193 + 2.1 
August ... —il | + 15 
September 186 - | 201 2.5 
October ... 182 | —22 201 0 
November . 183 4 5 201 0 
December . 182 | —_ 5 203 a 1.0 
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increase in quantity. Further, Mr. Berridge shows that in 1915 the 
increase in quantity of exports was practically limited to foodstuffs. 
Not until the fiscal year 1916 did the shipments of war material give 
rise to notable increases of exports of “manufactures for further use 
in manufacturing’ and in “manufactures ready for consumption.” 
Finally, he shows that the large increase in volume of purchases came 
from Europe in 1915, but that in 1916 and 1917 the two Americas, 
Asia, Africa, and Oceania turned to us for goods they have formerly 
obtained from England and Germany.°® 


5 Mr. Berridge’s “Analysis of the Exports of Merchandise from the United 
States” (Review of Economic Statistics, October, 1919) is much more com- 
prehensive than the somewhat similar study published in the Federal Reserve 
Bulletin, October, 1919, pp. 952-7. Mr. Berridge first made separate weighted 
index numbers of the physical quantities and prices of 100 important exports. 
He then used his price index to reduce the values of all exports to a physical 
volume basis. The following are the figures most important for the present 
paper: 

Invices OF THE PHysicat Quantities, Prices, AND VALuES OF AMERICAN 

Exports By Fiscat Years, 1915-1919. 
(Averages for fiscal years 1911-14—100) 


Crude Indices of Indices of Indices of Adjusted Indices 


Fiscal Quantities for Prices for Values for of Quantities 
years 100 Articles 100 Articles all Domestic for all Domes- 
Exports tic Exports 
1915 117 101 123 122 
1916 127 122 191 157 
1917 139 163 279 171 
1918 115 210 261 125 
1919 131 227 317 140 


“If we include the physical volume of shipments to the American Expe- 
ditionary Forces, we find the quantity index for 1917 to be 172 instead of 
171, for 1918 129 instead of 125, and for 1919 150 instead of 140 per cent. 
The slump in quantity of exports is thus seen to be due only partly to the 
army’s purchase and shipment, in its own name, of goods formerly shipped 
privately as ‘exports’; it is more largely due to the heavy diversion of man- 
power from productive industry after our entry into the war, and especially 
to the shortage of shipping.” 

The substantial accuracy of Mr. Berridge’s results is confirmed by the fol- 
lowing comparison with the statements of quantity of exports in long tons 
prepared by the United States Shipping Board. 


Fiscal Exports in mil- Relatives on Berridge’s index 
years lions of long tons 1911-14 base of quantities 
1911-14 50 100 100 

1915 61 122 122 

1916 79 158 157 

1917 86 172 171 

1918 63 126 125 

1919 72 144 140 


War Department consignments to the American army abroad would raise 
the Shipping Board index to 173 in 1917, 130 in 1918 and 154 in 1919. 
Mr. Berridge also gives the following adjusted indices of the prices and 
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The large f r foodstuffs gave American business in 
1915 much th it had in 1878, 1891, and 1897. In 
all these case in in depression, but it closed in ac- 
tivity started ts of foodstuffs. The revival had greater 
intensity in 1 } earlier parallels, because the export 
demand rapid lasses of goods. The British, French, 
and Russian § 1 enormous contracts with American 
manufacturers The finished goods thus contracted 
for did not | * shores in large quantities until after 
June, 1915; | year 1916 exports of “manufactures 
ready for cons in physical quantity. 

Concerning tude of domestic and foreign business 
in this countr , il divergent estimates. Dr. B. M. An- 
derson, Jr., ] n of exports to domestic trade in the 
prewar years than 10 per cent. By 1916 he thinks 
this ratio had doubled.® Certainly the foreign de- 
mand was a { magnitude to change the whole tone 
of business in [hus in summing up the business char- 
acteristics of 1 Review said: 

6 See his J 67-78 
the physical vol rts by the “great groups” recognized by 
the Department ely, 

Group A ls for use in manufacturing 


| condition and food animals 
( r wholly manufactured 

D r further use in manufacturing 
] I for consumption 


Group Group C Group D Group E 
Fiscal Quan- | Quan- Pri- Quan- Pri- Quan- Pri- 
years tity tity ces tity ces tity ces 
1915 91 i 136 110 98 101 108 107 
1916 73 i174 113 130 141 212 136 
1917 72 l 165 147 170 194 262 162 
1918 58 2 183 208 140 239 172 
1919 67 2 251 234 117 227 174 198 
Finally, Mr. B r values and physical quantities of exports 
to continental! 
th 
Europe America Asia Oceania Africa 
Fiscal Quan- Val- n- Val- Quan- Val- Quan- Val- Quan- Val- 
te ues tity ues tity ues tity ues 
‘1915 139 140 i 77 104 105 102 103 108 109 
1916 175 214 139 211 258 107-181 136 166 
1917 190 310 02 213 347 89 145 123 «201 
1919 145 329 310 244 553 1290 273 41 321 
The physical q this case are roughly made by dividing the 
values of export 1 division by the price index of 100 ex- 


ported articles. 
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. at first only the industries engaged in filling war orders 
manifested activity, chief among which was the iron and steel trade; 
later the movement spread until eventually all came within its em- 
brace. Even in steel, however, progress was very slow at first and 
1915 was well advanced before producing capacity was employed to 
its full extent. The transformation in outlook and in condition be- 
tween the beginning and the end of the year was unquestionably one 
of the most wonderful on record.”* 

The activity thus initiated cumulated in the familiar fashion. Nine- 
teen sixteen was one of the busiest years this country has known. To 
the huge foreign demand for goods there was added the far huger 
demand from domestic sources,—the demand that comes from work- 
men in full employment, from enormous profits, and from an active 
campaign of new construction. An index number of the physical vol- 
ume of minerals produced in the United States which started with 100 
in 1913, dropped to 85 in 1914, recovered to 99 in 1915, and jumped 
to 130 in 1916. Crops in 1916 were not nearly so abundant as in the 
preceding year, and of course crops are the largest single factor in 
American production. But even so, an index of the production of all 
raw materials on the 1913 base gives 1915 an index of 107 and 1916 
one of 111. 


That prices should rise under these conditions was to be expected. 


7 Financial Review, Annual, 1916, p. 7. 

8 See the index numbers of the physical volume of raw materials produced, 
in the History of Prices during the War, Summary, pp. 44-46. In these in- 
dexes all the raw materials for the p and importation of which 
satisfactory data could be had are in The production figures are 
multiplied by “fabricating factors” deriv the Census of Manufactures 
in order to give materials which undergo elaboration before consump- 
tion a greater influence upon the results than products that are mostly con- 
sumed in their raw state. The products of this multiplication are then 
weighted by average prices in 1917. For present purposes the following ex- 
cerpts from the figures are sufficient: 


InpeEx NumBers oF THE Puysicat Quantity oF Raw Mareriars Propvcep 
AND 1NnTO THE Unrrep Srates 1n 1913-1918. 
(Supply in 1913 — 100) 

All Raw Farm Products Forest Mine 
Materials Vegetable Animal Products Products 
Number 90 25 13 23 

Year 

1913 100 100 100 100 

1914 99 106 100 97 

1915 107 112 107 96 

1916 111 100 114 114 

1917 114 107 113 111 

1918 116 106 126 99 
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1915.12. This reversal of common experience is a further bit of evi- 
dence that it was the export demand which set American prices soar- 
ing. Europe wanted finished goods, ready for use, and was ready to 
pay whatever prices were necessary to get them in a hurry.** L 

What is not in accordance with experience is the extraordinary rate 
at which the rise of prices thus initiated in the autumn of 1915 con- 
tinued through the fiscal years 1916 and 1917. In the 25 months, 
June, 1915, to July, 1917, the American price level rose 85 per cent, 
more than half again as much as the great advance from 1897-1914, 
a period of 17 years. There have been price revolutions more violent 
than this one. We had one ourselves during the Civil War. The 
European belligerents were having an even greater rise at the moment. 
But never elsewhere has there been so rapid an advance in the price 
level of a country maintaining a specie standard. 

Three factors were mainly responsible for the extraordinary vio- 
lence of the rise. One factor was the combination of conditions which 
made it easy and in part made it necessary for American producers to 
charge exceedingly high prices for what they sold to Europe. Two 
other factors combined to make it easy to increase our credit circula- 
tion fast enough to finance the rapidly swelling physical volume of 
business at steadily soaring prices. 

1. For the foodstuffs that bulked so large in the exports of 1915, 
and for the other civilian supplies that were exported to Europe there 
was no reason aside from the increase of demand why Americans 
should charge exceptionally high pri The harvests of 1914 were 
good, those of 1915 were the large ord. But with munitions 
and army equipment the case was In large part the manu- 
facture of these goods required the ction of new plants and 


12 See the monthly index numbers made by the Federal Reserve Board from 
the data of the Bureau of Labor Statistics, Federal Reserve Bulletin, Sep- 
tember, 1919, pp. 861-2. The following excerpts show the trend of prices 
by calendar years: 

1916 1917 
Raw materials 

Farm products 128 211 

Animal 119 169 

Forest 96 118 

Mineral 127 184 

Total 119 175 
Manufactured goods 

Producers’ goods 141 186 

Consumers’ 123 173 


18See Berridge’s price indexes of exports by “great groups” given in an 
earlier note. 
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not what was looked for at the time. Dr. H. Parker Willis presented 
the best-informed opinion early in 1914 when he said: 

“The .. . act makes a very great reduction in reserve requirements, 
and will release a great volume of money after all new needs for the re- 
serves of the federal reserve banks have been complied with. That this 
will produce some danger of inflation during the transition period—a 
danger that will need to be carefully guarded against by the best 
sense of the banking community—is evident. After that period has 
been passed the reduction in the amount of gold that must be carried 
constantly in bank vaults will really be far reaching.’’*® 

3. The enormous exports of the war period brought it about that 
money was not “released” from American reserves. Instead gold was 
poured into these reserves at an unprecedented rate. The net imports 
reached 420 millions in the calendar year 1915 and 530 millions in 
1916—nearly a billion dollars in two years.** Of course this billion 
of new gold in combination with the reduced reserve requirements made 
it easy for the banks to lend several billion dollars of credit to the 
business public. They did in fact increase their loans and invest- 
ments by nearly 7% billion dollars between June, 1914, and June, 
1917—a gain of 37 per cent. Net deposits rose at a slightly faster 
rate—39 per cent or nearly 7 billions.‘* Under the circumstances 
bank credit was the most abundant and the cheapest commodity in the 
market. The business year 1916 had much in common with the busi- 
ness year 1906. But in 1906 the discount rate on 60-90 day paper 
averaged almost 6 per cent; in 1916 it avegaged less than 31% per cent. 
The rates on four-months paper were 6.25 }er cent in the earlier year, 
and 3.84 per cent in the later. Call money in 1906 averaged 6.55 
per cent, in 1916 2.62 per cent.*® Ordinarily, high interest rates and, 
what is more important, difficulty in securing increased banking ac- 
commodation apply a powerful brake to the further rise of prices and 
the further expansion of business after prosperity has reached a certain 
pitch. In 1916 no such check was imposed. 


16“The Federal Reserve Act,” American Economic Review, March, 1914, 
p. 21. 

17 See Federal Reserve Bulletin, November, 1919, p. 1016. 

18 See the data for “all banks in the United States,” Federal Reserve Bulle- 
tin, September, 1919, p. 839. 

19Compare E. W. Kemmerer, “The War and Interest Rates,” American 
Economic Review, Supplement, March, 1919, pp. 96-107, and the monthly rates 
of interest on different classes of loans in the Review of Economic Statistics, 
January, 1919, pp. 91-103. 
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III. Pricz \MERICAN DECLARATION oF WAR TO THE 


ARMISTICE 


When the | red the war conditions affecting prices 
underwent a g 

First, the exports fell off, partly because of the 
effect of the on, partly because the available ships 
were largely 1 American soldiers to France, and partly 
because our ¢ ; reduced our ability to manufacture 
for others. no means offset by shipments to our 
army. Berrid r of the quantity of exports reached 
171 in the fis 1 1918 it fell to 125. If the shipments 
to the Ameri Forces be included these numbers be- 
come 172 and significant emendation. 


Second, th ur own government much more than 


made up for foreign purchases. Colonel Ayers esti- 
mates that in nited States spent almost 22 billions on 


the war.” I han three times the value of our mer- 
chandise exp ner year 1917. On the other hand, the 
government tr n demand by preaching economy in 
consumption, ful trade practices, restricting non- 
essential indu wn imports, etc. But it took many 
months to get thi 1m into working shape and it had not 
attained full « rmistice was signed. In the mean- 
time high mor i full employment as well es prodigious 
profits and al imcident to hurry were powerful counter- 
acting factors 

Third, in tl net increase of demand for commodities 
it proved im rease materially the physical output of 
American indu high level of 1916. The index numbers 
of the productio1 nerals were 130 in 1916, 132 in 1917, and 
127 in 1918. le in the index all raw materials—among 
them, farm c1 1 upon the weather quite as much as 
upon the effort ndexes become 111 for 1916, 114 for 
1917, and 116 Modern industry is capable cf increasing 
output rapidly r of depression like 1914 and one of full 
activity like 19 the mills are busy to the limit, fur- 
ther output n r construction. Although the war 
evoked the full ! ution, it took nearly 5,000,000 of the 

20 This figure d to the Allies. The War with Germany, 
a Statistical Su 1 P. Ayers, p. 11. 
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best workers into the army and navy.** To increase production even 
moderately under these circumstances required a great effort. 

Fourth, banking resources were further mobilized to finance the war 
program. By the act of June 21, 1917, the required reserves were re- 
duced somewhat and transferred in toto to the Federal Reserve Banks. 
Various provisions of the law were changed to encourage state banks 
and trust companies to join the system. Measures were adopted to 
draw as much of the gold coin as possible into the Federal Reserve 
banks, and an embargo was laid upon gold exports. Finally, bank re- 
sources were freely utilized to finance purchases of liberty bonds. By 
these means the cash reserves of the Federal Reserve system were in- 
creased more than a billion dollars between our declaration of war and 
the armistice, the circulation of Federal Reserve notes was increased 
over two billions, and the total loans and investments of all banks in 
the country were increased nearly six billions in the shorter period 
from June, 1917, to June, 1918. The price of credit accommodation 
advanced indeed under these circumstances, but was not allowed to 
reach the high rates which we have often seen at the culmination of a 
business boom. In comparison with current profits bank credit re- 
mained a cheap article, and few solvent borrowers outside of the “non- 
essential” industries had their credit restricted. 

Of course these conditions made possible a further great rise in 
prices. From 151 in February, 1917, when diplomatic relations with 
Germany were severed, the War Industries Board index number rose 
to 189 in July,—an advance more rapid than any that had preceded. 
And this happened before the military program had been developed, 
before the difficulty of increasing production was appreciated, before 
the gold in circulation had been gathered in by the Federal Reserve 
banks, before the Federal Reserve notes had reached the half billion 
mark, and before the banks had made their enormous advances on war 
paper. These later developments made possible,—indeed, they made 


probable,—the continuation of the uprush of prices through 1917 and, 
1918, 


Such a continuation actually occurred in England and in France, 


21 The War with Germany, a Statistical Summary, by Leonard P. Ayres, 
p. 13. 
22 Compare the following average rates of discount in New York, given by 
the Review of Economic Statistics, January, 1919, pp. 95-103. 
1906 1907 1916 1917 1918 
4-6 month commercial paper 6.25% 6.66% 3.84% 507% 6.02% 


60-90 day 5.68 6.36 3.43 4.74 5.87 
Call loans at the Stock Exchange 6.55 7.02 2.62 3.43 5.28 
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range of prices which the price-fixing authorities might have set had 
they realized their power earlier, brought more commodities under con- 
trol, and insisted upon more drastic reductions, But their accomplish- 
ment is notable as demonstrating that within wide limits the price level 
is susceptible of direct control by the government when supported by 
public opinion. 


IV. Prices AFTER THE ARMISTICE 


The collapse of Germany brought a new series of changes with 
dramatic suddenness. Just when we were getting really organized 
for war we were confronted with the shattering prospect of peace. 
That meant the cancelation of war orders, the discharge of thousands 
of war workers, and the return of about four million soldiers and 
sailors to civil life. It also meant the rapid decline of the public 
morale which had made possible a national policy of economic organi- 
zation. We had no one to present vividly to the nation the need of 
such a policy for peace. The War Boards melted away and we re- 
lapsed into “business as usual.” 

Speculation about the probable course of prices at once became rife. 
On that topic opinions in Washington differed. The Division of 
Public Works and Construction Development, one of the new branches 
of the Department of Labor, armed with a trenchant leaflet by Pro- 
fessor Irving Fisher, began a vigorous propaganda to stimulate build- 
ing. They held that we had attained a permanently higher level of 
prices, and therefore that “Business men are going to find out that 
the clever man is not the man who waits, but the one who finds out 
the new price facts and acts accordingly.”** On the other hand, the 
Federal Reserve Board sounded a warning note in its Bulletin, ‘““Those 
countries which first succeed in readjusting their costs of production 
and restoring their industry to a normal level of values (the Board 
said) will be most successful in developing their exports and securing 
a foothold in the markets of consuming nations the world over.’’** 
Then President Wilson cabled from Paris his approval of plans for 
readjusting prices and authorized the Industrial Board of the Depart- 
ment of Commerce to consider the problem and suggest practical meas- 
ures. But the greatest purchasing agency of the government—the 
Railroad Administration—thought that this board did not propose a 
sufficient reduction in steel prices, and the board resigned. That 


26 Compare Mr. R. W. Babson’s report, Economics of the Construction In- 
dustry, U. S. Department of Labor, 1919. 
27 Federal Reserve Bulletin, February, 1919, p. 104. 
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episode ended lirect constructive action by the govern- 
ment and left blic to solve the problem as it might. 

The busines much divided in its counsels concerning 
the proper pri ficial world. Some industries promptly 
marked prices rmistice, others marked them up on the 
termination of ntrol. The net resultant was a sharp 
fall in the ger | from December to February or March, 
followed by a which lasted through June.** In April 
many Federal reported “that the business community 
has given up 1 t may profitably await a further con- 
siderable redu 

Why was th ; checked so soon? The answer is rather 
complicated. < resulted merely from a levelling up 
process. Duri prices of non-essential commodities had 
been held far 1dvance, partly by direct price-fixing, 
partly by the vilian demand. Such was notably the 
case with luml r building materials. When price con- 


trol ended the h goods, spurred by their rising costs 
and encouraged propaganda of the Division of Public 


Works and Cor evelopment, began marking up their prices.*° 


28 The Burea , Bradstreet’s, and Dun’s index numbers 
for 1919 follow. I: hem one should remember that the two com- 
mercial series a f the first of the month, while the official 
series is more } he middle of the month. There can be no 
question that tl the most reliable of the three series as a 
measure of chang level of prices. See the comparison made 
in the forthco1 Bulletin of the Bureau of Labor Sta- 
tistics, Whole N 


Dun Bureau of Labor 

Month Statistics 
January .... 3.53 230.15 203 
February 63 220.05 197 
2 217.04 201 
i 17.2 219.97 203 
222.19 207 
227.97 207 

j 8.9 233.71 219 
August ; 241.65 226 
September .... 19.47 238.34 221 
October ] ) 223 
November .... 19.90 230 

29 Federal Re May, 1919, p. 409. 

80 Compare the f prices of “products used for building” in 
the History of I he War, Summary, p. 53, the index number 
of forest product Federal Reserve Bulletin, September, p. 862, 
the Bureau of I ndex of | umber and building materials in the 


Monthly Labor Revit lata in Mr. Babson’s report on Economics 
of the Constructi 
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Second, the physical volume of exports increased again, and particu- 
larly exports of foodstuffs.** In part, domestic consumers were bid- 
ding against the intense demands of underfed Europeans. A third 
factor was the termination of the economies in personal consumption, 
partly voluntary and partly forced, that had been practiced during the 
war. There was real need for buying more than the customary quanti- 
ties of clothing, household furnishings, and the like. There was also 
pressing need for more home building. To meet these demands there 
was not an adequate supply of goods. The crops of 1918 had been 
but moderately good, the lumber cut had been below the prewar level, 
mineral production had fallen behind the records of 1916 and 1917,°? 
stocks of finished merchandise had been purposely kept as moderate as 
was judged safe during the war, and current production was hampered 
by the process of readjustment to peace conditions. 

Not less important than these material facts of demand and supply 
was the mental attitude of different sections of the public. Very 
many consumers had more money to spend than they had been ac- 
customed to, many of them had been subjected to months of voluntary 
restraint or actual privation; they wanted the “grand and glorious feel- 
ing” of free spending. Most soldiers on being mustered out received a 
substantial lump sum and thought themselves entitled to get all the fun 
they could out of it. The newly rich are always the most conspicuous 
wasters, and the war had produced a large number of such gentry. 

On the other side wage earners objected strenuously to a reduction 
of wages, and manufacturers objected just as strenuously to a reduc- 
tion of selling prices until wages had been cut. From what is defi- 
nitely known of the wage-earner’s position his case for maintaining 
rates seems strong. The Bureau of Labor Statistics has published re- 
sults of its investigation into hourly rates of pay in eight great indus- 
tries. The figures show four industries in which the laggard increase 
in earnings per hour by the spring of 1919 was less than the 75 per 
cent increase in the cost of living, and four industries in which earn- 
ings had increased more than living expenses. Supplementary sta- 
tistics indicate that the increase in the average weekly earnings in 
New York factories over June, 1914, was just 75 per cent, and that 
the wages of farm laborers throughout the country had also risen 


81 Compare Berridge’s figures for the fiscal year 1919, given above. 


82 See the index numbers of the production of various classes of raw ma- 


terials from History of Prices during the War, Summary, given in a preceding 
footnote. 
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in this country. That is, the general level declined from December 
until some time in the spring, paused, and then turned upward again. 
Probably much the same factors, material and psychological, were at 
work everywhere. But the check and the upward turn seem to have 
come a month or two earlier here than abroad. 

Doubtless the policy of trying to resume active production without 
waiting for a fall of wages or prices was wholesome. Bui the activity 
soon became far more marked in trading than in manufacturing. 
“Booms” developed both in farming lands and in city lots; heavy deal- 
ings and rapidly mounting prices were reported from the produce ex- 
changes and the Stock Exchange. In July the Bureau of Labor Sta- 
tistics index number jumped suddenly from 207 to 219, the greatest 
increase being in prices of consumers’ goods.*° The Federal Reserve 
Board felt it necessary to issue one of its periodical warnings “that 
the funds of the Federal Reserve system are in no sense intended for 
the support of speculation and that member banks should bear this in 
mind when arranging for the extension of accommodation to borrow- 
8° But the Board contented itself with this general warning and 
took no decisive measures to check speculation. It is not surprising 
therefore that in November they had to report that the decrease in 
the holdings of war paper by member banks since June 30 had been 
much more than offset by an expansion of other loans.** The reserve 
percentage of the Federal Reserve banks themselves had dropped to 
the lowest figure on record,—47.9 per cent.** When matters had 
reached this stage the Reserve Board acted. On November 3 the 
Federal Reserve Bank in New York raised its discount rate and all the 
other reserve banks presently followed suit. The Board also began 
actively to discountenance the use of Federal Reserve funds in the 
promotion of any kind of speculation. These measures caused a great 
tumble of stock prices and doubtless tended to moderate speculation 
in other quarters. Nevertheless the surplus reserves of the Federal 
Reserve banks suffered a further fall in December. 


ers.” 


V. Prices in THE Earty NINETEEN-TWENTIES 


So much for the recent past. What of the near future? To make a 
reasonable forecast we must conjecture how the factors which have 
exercised influence upon the price level in 1919 seem likely to develop 
in 1920 and the years to follow. 

35 Federal Reserve Bulletin, September, 1919, p. 823. 

86 The same, July, 1919, p. 618. 

87 The same, November, 1919, p. 1010. 

88 October 31. The same, p. 1009. 
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year and last year. Every month so far the numbers have been less 
jn 1919 than in 1918.** So too the number of employees in New York 
factories have run steadily behind last year’s records. Professor Kem- 
merer has shown that the physical volume indices of the Federal Re- 
serve Bulletin point to a similar conclusion.** Of course the business 
barometers that involve a price factor show new records. But when 
one makes allowance for inflated prices, comparisons generally turn 
against 1919. For example, building permits in twenty leading cities 
from January to October reached almost $600,000,000. But that 
figure does not represent nearly as much actual construction as the 
469 millions in the same months of 1912. Even the enormous “out- 
side” clearings when divided by the Bureau of Labor Statistics index 
shrink almost exactly to the figure they would present if the prewar 
rate of growth (minus the price factor) had been continued. In other 
words, such prosperity as we have had in 1919 has been business pros- 
perity, not industrial prosperity. it represents high profits brought 
by active trading at rising prices, not by active production of useful 
goods. From the viewpoint of national welfare it is an illusion pro- 
duced by multiplying the values of most commodities by two and a 
fraction. To see the fundamental facts in a true perspective we 
must first reduce current values to the prewar level of prices; second, 
allow for the restriction upon new construction and civilian supply dur- 
ing the war; and third, count in the large growth factor which has 
been and presumably will continue to be such a characteristic feature 
in American life.** On this basis it is safe to say that an enormous 
increase in physical production is called for, and will actually occur 
in the next few years. It may start in 1920 or it may be deferred by 
unfavorable developments, the possibility of which will be considered 
in a moment. 


As already implied, domestic demand for commodities promises to in- 
crease. In view of the depleted stocks at the beginning of the year 
and the restricted production in 1919 it is doubtful whether American 
families have yet brought their supplies of clothing, household furnish- 


42 The number of employees reported in these comparisons has never been 
less than 572,000,—a fair-sized sample. See the current issues of the Monthly 
Labor Review. 

43 Bankers’ Statistics Corporation, Weekly Service, Dec. 4, 1919. 

44 Professor Warren M. Persons has made definite measurements of this 
growth factor in several lines of development. See the equations of secular 
trend in the Review of Economic Statistics, January and April, 1919. These 
figures are exceptionally interesting. 
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short by over tw number of immigrant workers whom we 
might have ex} e amongst us had the war not occurred. 
This shortage n 1e person out of every twenty at work,— 
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this item, thoug y, is small relatively. Salaries do not 
bulk large in t nd one of the most significant facts 
brought out by reports is that income from bonds is less 
than one fifth profits plus dividends.*® 

If consumers romises to expand, demand for new con- 
struction should large. Early this year the Division of 
Public Works an ction Development secured from a ques- 
tionnaire report 6500 projects representing nearly a bil- 
lion and three lollars which had been planned but not con- 
structed.*® Of t was not complete at the time, and the 


arrears have grow luring the year because building has been 
less than norma 


Nor should th k of investment funds to finance a great 


increase in indus ent. In two years we spent twenty-two 
billions on the w 1 to the Allies nine billions more.*? That 


is, we paid ours | the exports we sent to Europe after we 


45 Compare Sta e, 1917, Internal Revenue Bureau, p. 13. 

46 Economics of n Industry, p. 241. 
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began the war and met our own bills as well.“* Treasury borrowings 
may well continue, but they will be on a vastly reduced scale. This 
reduction together with a decline in the value of export credits will 
make several billions a year available for permanent investment at 
home. That remains true even though we look for some decline in 
current savings. The great rise in prices in 1916 and 1917 artificially 
swelled profits at the expense of incomes from personal services, bonds, 
and real estate. Such a change in the distribution of income enhances 
savings in this country, where savings are made largely by business 
enterprises themselves and by the recipients of large personal incomes. 
The lagging adjustments of wages have already narrowed the wide 
margins which created war profits and may well narrow them still 
further, with the effect of increasing consumers’ demand and reducing 
the sum for investment, Professor David Fri whose former esti- 
mates in this field rer, a that corporation 
profits in 1919 will run about seven and a half billions, as against 
nine and a half billions in 1918 and ten and a half billions in 1917. 
At bottom there is no question about our capacity to restore and ex- 
tend the equipment of our railways, factories, and mines; for we have 
the requisite brains, hands, machines, and materials. All that is 
needed is courage and initiative in setting these waiting resources at 
work. Financial difficulties may retard somewhat, but they wiil not 
be permitted to prevent a consummation so devoutly to be wished. 

Fundamental conditions, then, favor a marked increase of industrial 
activity and a continuation of the sellers’ market we have had since 
last spring. We are producing at present far below capacity, and 
there is a vast demand for consumers’ goods and new construction 
needing to be filled. What may postpone the revival of physical pro- 
ductivity to which these conditions point? 

Industrial warfare on a grand scale would do it, whether provoked 
by a determined effort to “liquidate labor’ or by ill-advised strikes, 
or by a low state of morale among both employers and workmen. We 
are certainly still in a quarrelsome temper and perhaps we shall not 
return to sanity until we have broken more of each other’s heads. But 
it does not seem to me likely that this war fever after the war can run 
very much longer. 

A severe panic followed by depression might postpone the indus- 
trial revival a year or more—not very long since instead of having the 

48 Compare F. W. Taussig, “The Present and Future of the International 


Trade of the United States,” Quarterly Journal of Economics, November, 
1919, p. 6. 
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raise its rates in New York on November 3 and insisted on closer 
scrutiny of loan applications, the contraction of credit was prompt 
and the consequences spectacular. We may hope that the Board will 
be encouraged by this episode to act more boldly in the future and in 
better season. Nor is this hope forbidden by the Board’s assertion 
that “little desirable restraining influence could have been exercised”’ 
over the speculative campaign of the summer by an advance of rates. 
For the Board publishes opposite opinions about the same subject in 
the same bulletin often enough to suggest that it may change its ma- 
jority views from one month to the next. 

My guess is that the Federal Reserve Board will try hard to repress 
a recrudescence of speculation in 1920 and that they will succeed. 
They will support business ventures that promise an increase of pro- 
duction, and conserve their surplus reserve to meet the strains threat- 
ened by an increase of bankruptcies, by a mild downward revision of 
credit ratings, and by limited exports of gold. On that assumption the 
changes in the general level of prices will not be violent in either di- 
rection, barring an extraordinary change in world crops. Business will 
not be buoyant, for there are still many readjustments to be made that 
will involve months of difficult negotiations filled with anxiety. Public 
utilities will be struggling for rate advances; salary increases will be 
reluctantly granted under pressure by business enterprises and public 
authorities ; contests over collective bargaining, wages, hours, working 
conditions and efficiency will be numerous; bankruptcies will mount to 
disquieting levels; bankers will be nervous and try to appear confi- 
dent; large security issues will be offered; investors will be captious 
and demand high rates; agitation for economic reforms will be rife, and 
politics embittered. But amidst all these difficulties, business will be 
supported by a ground swell of gradually increasing output both of 
consumers’ goods and industrial equipment and 1920 will close with a 
more confident outlook than that with which it begins. 

It is quite possible, however, that our banking authorities will not 
insist firmly upon high discount rates and close scrutiny of the pur- 
poses for which bank loans are used, and it is possible that even vigor- 
ous efforts to check speculation will prove futile. There is complaint 
even in England that advances in bank rates do not have their prewar 
effectiveness upon business expansion. In either case the rise of prices 
will go on until the surplus reserves of the Federal Reserve Banks 
are exhausted. We are, indeed, not far from that point at present. 
Then will come a sudden check upon credit and a period of severe 
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culture, active industry, keen competition in international trade, and 
European efforts to accumulate gold. 


VI. Tue Neep or FunpAMENTAL CHANGEs IN Monetary Systems 


One cannot conclude a survey of the violent changes in prices during 
the war and of the grave uncertainties of the near future without re- 
flecting upon the badness of the best existing monetary systems. The 
United States has maintained the gold standard without serious limi- 
tation and has reorganized its banking system on approved lines. 
Nevertheless we have had price fluctuations almost as violent as those 
of the greenback period. These fluctuations have caused unmerited 
suffering to millions of families and have heaped unearned riches upon 
thousands. They have caused wasteful struggles, encouraged extrava- 
gance among some, and created the class of “new poor.” They have 
promoted speculation and reduced the efficiency of management and 
labor. We are poorer in goods, more quarrelsome in spirit, less ready 
to work because of these fluctuations. All this has happened and is 
irretrievable. But within a few years fresh changes may happen just 
as evil in their consequences. This wretched record and this wretched 
prospect are a grave indictment of our present form of economic or- 


ganization. Have we not sufficient constructive imagination and prac- 
tical sagacity to develop a better monetary system? 
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that during the war period the total quantity of currency increased 
more rapidly than the total quantity of goods; and he concludes that 
the rise of prices is directly attributable to the fact that the quantity 
of currency has outrun the “needs of trade.” But when one assumes 
the needs of trade to be a constant factor (save where the physical 
volume of trade increases), he assumes the very point to be proved. 
If, because of an inordinate demand for goods occasioned by the war, 
or a scarcity of goods caused by the destruction of capital and a dis- 
ruption of the economic organization, the expenses of production of 
goods should be increased, it should be obvious that the needs of trade, 
as expressed in monetary terms, have changed: it requires a greater 
quantity of funds with which to conduct the same volume of business. 

It is my view that one cannot get far in an understanding of the 
price making process unless he comes at the problem from the stand- 
point of production rather than by way of exchange. If one assumes 
that money has to do only with the exchanging of goods that have 
already been produced,—that it has nothing to do with the produc- 
tive process,—he will be likely to conclude that a curtailment of loans 
and a reduction of bank currency would automatically leave a smaller 
total volume of currency to be exchanged for the same volume of 
goods, with the result that the price quotient must be smaller. But if 
one grasps the significant fact that business borrows funds from the 
banks as a means of assembling the land, labor, and capital necessary 
to each stage of the productive process,—from the digging of the raw 
materials out of the earth, through the various changes in form that 
occur in the manufacturing process, to the creation of time, place, and 
possession utilities in the marketing process,—he will recognize that 
a mere curtailment in the volume of bank currency will not necessarily 
reduce prices. In terms of the quantity theory analysis the volume of 
trade might be reduced in rough proportion to the decrease in the vol- 
ume of credit currency. Let it be understood that at the moment I am 
attempting, not to prove the case, but only to suggest a point of view. 

A further illustration of what I mean by intimating that a considera- 
tion of the price question from the point of view of exchanging goods 
that have already been produced is almost certain to lead to faulty gen- 
eralizations is found in the current doctrine,—enunciated repeatedly 
by both financiers and economists,—that in order to reduce the level 
of prices we must decrease consumption and increase production. In 
the words of the Federal Reserve Bulletin: 


There must be an increase in production and in saving. The effect of in- 
creased production will be to place a larger volume of goods against the 
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II. Resutts or Loan ContTRAcTION 


Let us consider, first, the various means by which the volume of bank 
currency might conceivably be contracted. The possibilities are as 
follows: 

1. By a reduction of commercial loans to producers of raw materials, 
manufacturers, wholesalers, and retailers. 

2. By a reduction of collateral loans to these same classes of busi- 


ness men, 
3. By a reduction of collateral loans to investment banking institu- 


tions. 

4. By a reduction of collateral loans to speculators. 

5. By a reduction of collateral loans for consumptive purposes, 

6. By a reduction of the direct investments of banks in securities. 

Suppose we trace the precise results that might be expected to fol- 
low from a policy of loan contraction in each of these cases: 

1. By a reduction of commercial loans. 

It is necessary for producers of raw materials to borrow working 
capital with which to meet operating expenses. A reduction in com- 
mercial loans to these producers would decrease the amount of work- 
ing capital available for their operations and thus reduce the volume 
of production of raw materials. Only in the event that the working 
capital required could be raised by the selling of additional securities 
would they be in a position to continue production as usual. There is, 
indeed, another theoretical alternative-—that of reducing wages. If in 
view of present labor psychology and present labor organization, any- 
one thinks this a practicable means of decreasing the costs of business 
and hence the volume of working capital required, he is of course en- 
titled to the opinion. 

The manufacturer, also, borrows a considerable proportion of his 
working capital from the commercial banks. The immediate effect of 
a curtailment of his loans would likewise be a reduction in the volume 
of production; for the manufacturer would have less money with which 
to meet payroll requirements and less with which to purchase the raw 
materials required. 

A reduction of loans to wholesalers and retailers would follow as an 
inevitable consequence of a reduction of loans to producers of raw ma- 
terials and manufacturers; because a decreased volume of production 
farther back in the productive process would mean a smaller volume 
of goods to pass through the hands of middlemen. Hence a smaller 
volume of working capital would suffice to conduct the marketing 
process. 
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a reduction in the volume of currency in circulation. The decreased 
production that characterizes a depression is always accompanied by a 
decrease in the volume of loans, and hence of deposits. Bank reserves 
fill up, and remain unused so long as the depression continues. 

It should be noted, also, that if the prices of raw materials were 
substantially reduced and if wages were forced down, the expenses of 
production of manufacturers using raw materials and employing labor 
would likewise be reduced; and that as a necessary result of this the 
prices paid by wholesalers, retailers, and consumers would also be pro- 
portionately lower. This reduction in costs would still further reduce 
the volume of deposit currency, for the reason that all along the line 
the amount of working capital required per unit of product would be 
less. Smaller loans would accordingly suffice and thus the volume of 
currency would be further contracted, with reserves still further re- 
plenished.” It follows from this that if, after a period of depression, 
the volume of production should once more increase to its present pro- 
portions, the amount of deposit currency required for productive pur- 
poses would still be less than it is at present. The lower the expenses 
of production the less the amount of currency required per unit of 
product. 


2. By a reduction of collateral loans to producers, manufacturers, and 
middlemen. 

Collateral loans are secured by the above classes of business men 
for both working and fixed capital requirements. A reduction in the 
volume of collateral loans for working capital purposes would obvi- 
ously have the same effect as a reduction in the volume of non-collateral 
loans for working capital purposes. Accordingly, the results of a policy 
of loan contraction would here be precisely the same as those outlined 
under (1) above. 

A contraction of collateral loans for the purpose of creating fixed 
capital would decrease the amount of new construction, and would thus 
serve to check the creation of additional capital goods. A reduction in 
loans would, once more, undoubtedly decrease the volume of bank de- 
posit currency outstanding, but it would also check the volume of pro- 
duction. The only alternative to this would be to raise the fixed capi- 
tal required through the issue and sale of new securities.* 

Would the curtailment effected through a contraction of collateral 


7 Whether this increase of reserves would ultimately stimulate a new price 
rise is another question. There is in any event abundance of evidence that it 
would not automatically and immediately do so. 

8See analysis below, pp. 165-7. 
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4. By a reduction of collateral loans to speculators. 

For the purpose in hand, speculators may be divided into two 
classes: (1) those engaged in stock market operations; (2) those en- 
gaged in real estate and mercantile speculative activities. So far as 
collateral loans to the stock market are concerned, there is again no 
question but that a contraction of the volume of loans would imme- 
diately reduce the volume of outstanding deposit currency. This has 
indeed happened on several occasions during recent months. But such 
a reduction of outstanding bank currency would not reduce the prices 
of commodities generally. Does anyone imagine, for instance, that it 
would lower the price of iron and steel? Would it reduce the prices 
of building materials, of coal, of textiles, or of leather goods? If we 
look to the process by which actual price changes are effected we can 
find no ground for believing that prices would automatically fall. 
Moreover, no effect on general prices is discernible as a result of the 
stock market collapse of November and the subsequent restriction of 
stock exchange loans. 

Viewing the problem from the standpoint of the quantity theory, it 
is clear that a contraction of stock exchange loans and « consequent 
contraction of the volume of deposit currency would not immediately 
affect the quantity of money offered in exchange for the quantity of 
commodities in general. It would merely increase the volume of bank 
reserves,—reserves which for a time might well remain unused. These 
reserves are rendered available for other purposes; but whether they 
will shortly be used for such purposes depends upon general business 
conditions and upon the general loaning policy which we are here dis- 
cussing.”° 

A contraction of loans to speculators in real estate would undoubt- 
edly tend to prevent a rise in the price of real estate purchased with 
borrowed funds in anticipation of a subsequent advance. And in so 
far as the price of land enters into the general level of prices, a cur- 
tailment of loans for land speculation would tend to reduce the price 
level. This is not, however, a major factor in the price situation. 


10If Professor Fisher’s analysis is sound, if the price level is automatically 
derived by dividing total currency by total trade, this release of funds from 
stock speculation should tend “at least immediately” to raise the prices of 
commodities, for it would increase the number of (available) monetary count- 
ers as compared with the number of units of goods to be exchanged. To put 
it another way, if trading in stocks be included in the total volume of trade, 
a curbing of stock speculation would reduce the volume of trade; hence, ac- 
cording to the equation of exchange, it should raise prices, because the ratio 
of money and credit to trade would be increased. 
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5. By a reduction of collateral loans for consumptive purposes. 

I think it is not improbable, although data on the subject is wanting, 
that in the last nine months a considerable volume of loans has been 
made on the basis of government securities as collateral, the proceeds 
of which have been devoted to consumptive uses. Such an expansion 
of bank deposit currency serves directly to increase the effective de- 
mand for consumers’ goods. And it may well be that the force of 
original demand, thus augmented by borrowed funds, has served to 
raise the price of consumers’ goods above what is necessary to afford 
a satisfactory profit to producers. In other words, while I insist that 
only by a consideration of the expenses of production can one ade- 
quately gauge the possibilities of a general reduction in prices, I would 
be the last to deny that in periods of very active demand for goods 
selling prices may rise enough to permit abnormal profits; indeed, I 
am well aware that we have had an extraordinary sellers’ market in 
recent months. The extent to which prices can be lowered by a con- 
traction of consumption loans will, however, still be governed by con- 
siderations of cost. 

I should of course favor a rigid curtailment of loans for consump- 
tive purposes. Such action would to some extent reduce the prices of 
consumers’ goods and lower the margin of profit of producers and deal- 
ers in such commodities. We could not expect such action, however, 
to effect any very substantial fall in the general level of prices. 


6. By a reduction of bond investments. 


It is widely believed that one of the chief possibilities of deflation 
lies in a reduction in the volume of bond investments by commercial 
banks. If the bond holdings of the commercial banks are to be re- 
duced, it must obviously be through the process of sale to other in- 
vestors, for if individuals were to be allowed to purchase such invest- 
ments on borrowed funds there would obviously result no material 
change in the volume of deposit currency; the funds turned over to the 
bank in payment for the bonds would merely be borrowed from the 
banks on these bonds as collateral security on a five or ten per cent 
margin. The problem of selling these securities outright to investors 
and the economic results of the process involves an interesting analysis. 

One means by which they might be bought outright is by a reduc- 
tion in existing savings accounts. If A withdraws $1000 from a say- 
ings bank, he can purchase a $1000 bond; but he thereby reduces the 
volume of securities that savings banks themselves can purchase. The 
result (making no allowance for reserve) is, therefore, merely to trans- 
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fer the ownershi} rities. Again, if A cashes in on an insurance 
policy and purcha ecurities with the funds received, he would be 
enabled to purcha nds now held by the banks; but the investments 
of insurance com] would obviously be proportionately reduced. 
The result would once more be merely a shifting of the ownership of 
the bonds, so it w t promote an increase in the total bond invest- 
ments. 

In similar fas! to the extent that individuals purchase these 
government obligat stead of other securities—the new issues 
that are being underwritten from time to time—another shifting pro- 
cess is involved. Th rption of the security holdings of the banks 
is at the expens¢ nvestment market generally. 

The only remaining means of increasing the total investment hold- 
ings of private in ls is through a curtailment of consumption 
and a consequent e in the flow of funds to the investment market. 
This means has trongly emphasized by the Federal Reserve 
Board, the Treas Department, leading financiers and economists ; 
and it therefore m« the most careful consideration. 

If carried far a reduction in consumption for the purpose of invest- 
ing in governme! 3, would bring about a decrease in the output of 
consumptive goods. Granted that a reduction in the production of con- 
sumers’ goods w der present circumstances, immediately result 
in an increased p tion of capital goods, we are by hypothesis here 
agreed that the funds saved through the curtailment of consumption 
shall not be devoted lusively) to the financing of new capital for- 
mation; they are t sed, so far as necessary, for the purchase of 
bonds now in the 3sion of commercial banks. Only in so far as 
the increased volume of investment funds exceeds the amount necessary 
for relieving the banks of their government holdings, would this saving 
process afford funds for new capital requirements. 

A transfer of tl curity holdings of commercial banks to indi- 
vidual investors, made possible by a reduction of consumption, would, 
however, obviously ease the reserves and hence the lending power 
of the banks. This strengthening of the reserve position would at the 
same time be furthered by whatever reduction in prices resulted from 
the decline in consumptive demand. Hence would not the commercial 
banks be in a position to provide the additional funds required for ex- 
panding industry? Yes,—at least to a considerable extent'*—pro- 


11 Note that with dé ing consumption these funds will not be needed for 
additional commercia 


12 But see below 
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vided we are willing to see the banks replace their government security 
investments by industrial securities ;—otherwise no. 

Those who hope to accomplish a reduction in the quantity of deposit 
currency by the process of reducing the bond holdings of the commer- 
cial banks would not of course countenance any absorption of industrial 
or other securities by them. For reasons that have been fully stated 
elsewhere my own view is that investments in high grade securities do 
not imperil the liquidity of bank assets,** and I should therefore be 
willing to see the funds of the commercial banks used in financing the 
new capital requirements; or for that matter see them tied up in gov- 
ernment issues, with the investing public rather than the banks fur- 
nishing the funds for the new capital requirements. In any event it is 
clear that to the extent that this is allowed to transpire we shall not 
have secured a net reduction in the volume of currency outstanding; 
“deflation” will not have been accomplished. To the degree that in- 
vestors buy government issues rather than the new industrial issues, 
and the banks replace their government holdings by private securities, 
we shall have had only a shifting process. 

It must be recognized, however, that an essential part of this shifting 
process as outlined above is a shifting of funds (caused by the in- 
creased saving) from the financing of the production of consumptive 
goods to the financing of the production of additional capital goods. 
This is clear gain.** But it is to be noted that this increase of saving 
does not,—as the quotation from the Federal Reserve Bulletin on pp. 
157-8 would have us believe,—lessen the total quantity of currency in 
circulation, and thereby reduce prices. It merely shifts the use of 
these funds to different lines of productive activity. Except in so far 
as a curtailment of consumption directly reduces selling prices, as 
noted above, the shifting process that we have been discussing will not 
affect the general level of prices. Expenses of production, as deter- 
mined by present wage rates and operating costs generally, will mark 
the dead line below which prices cannot fall. 

It remains to point out, finally, that since this increased saving and 
the resulting release of funds for new capital formation amounts only 


18“Commercial Banking and Capital Formation,” II and III, Journal of 
Political Economy, June and July, 1918. 

14 Under present conditions I am as strongly in favor of thrift as anyone. 
I mention this only because in a recent article (“Commercial Banking and 
Capital Formation,” IV, Journal of Political Economy, November, 1918) I 
attacked the doctrine of unlimited thrift under all circumstances. The present 
is one of the periods in which reduced consumption is a prime necessity. 
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of loans can usually be brought about only by indirect means.** Two 
ways have been suggested by which the Federal Reserve Board might 
effect a curtailment of member bank loans: (1) by discriminating 
against loans of Federal Reserve banks to member institutions on 
“war paper” as security; and (2) by raising the rates of discount on 
all classes of paper. 

A reduction in the volume of loans to member banks secured by 
“war paper, ’—and the great bulk of credit extension to member banks 
has been on such paper rather than by the process of rediscounting 
customers’ commercial notes,—could be effected either by making 
prohibitive rates on such loans or by bringing pressure to bear on the 
banks for a voluntary reduction in the volume of such holdings.’* In 
order to ascertain the deflating possibilities of such a reduction in 
loans to member banks it will be necessary to inquire whether -" 
a policy would necessarily reduce the total lending power of the mem 
ber banks. 

A curtailment in the volume of such loans would not reduce the ne 
balances of member institutions with the Federal Reserve banks, : 
long as the volume of commercial paper available for rediscount i 
adequate. If member banks are compelled to reduce their borrow- 
ings from the Federal Reserve banks on “war wages” the result will 
merely be, so long as a demand for their funds continues, to shift the 
borrowing process to commercial paper. There would thus be no 
change in the total amount of credit extension by the reserve banks. 
This is what has been happening in recent weeks. 

But even if a reduction in the total volume of credit extension by 
Federal Reserve banks to member banks could be secured, the lending 
power of the member banks would not necessarily be reduced. Funds 
may be drawn from the Federal Reserve banks by an indirect process. 
When in the early summer the Federal Reserve Board issued its warn- 
ing against heavy borrowing by member banks for speculative pur- 
poses, the banks of New York reduced their applications for loans from 
the Federal Reserve bank. But this merely led the member banks to 
neglect the purchase of acceptances in the open market, in order that 
they might have sufficient funds with which to take care of their regu- 

16 An exception is to be noted, where the New York banks, apparently at 


the request of the Federal Reserve Board, recently made a sharp curtailment 
in the volume of brokers’ loans. 

17 Loans by the Federal Reserve banks to member banks were authorized by 
an amendment to the Federal Reserve law, passed September 7, 1916. In the 
absence of a counter amendment, moral suasion or high discount rates con- 
stitute the only means of eliminating such loans, 
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ness expansion during the coming year. There is a tremendous need 
for construction of additional houses, additional railroads, additional 
public utilities, and additional industrial equipment in order to permit 
us to recover from the effects of the curtailment of construction oper- 
ations during the war. To raise the rates of discount at the present 
time will increase the cost of such construction at a moment when such 
building operations are already being seriously retarded in conse- 
quence of the enormously high cost of construction. 

Let it once more be emphasized that the funds for such constructive 
development must come either from the commercial banking system,— 
through direct investment in industrial securities, by short-time loans 
to builders secured by collateral, or by loans to investment banking 
institutions on investment securities as collateral,—or else they must 
come from a reduction in consumption which would enlarge the funds 
available for individual investments. 

In the discussion of saving, above, it was assumed that a substantial 
increase of saving might be secured. But the truth is that we have 
no effective machinery for making thrift a reality. As a practical 
problem the Federal Reserve Board cannot shape its discount policy 
on an assumption that thrift is an assured prospect. In fact, the na- 
tion as a whole cannot be expected to reduce materially its volume of 
consumption. Total production is, according to data published in the 
Federal Reserve Bulletin, less than normal at the present time; and if 
we may judge from the clamor over the high cost of living, the rank 
and file of people in this country are in no mood to tighten their belts. 
Certain groups can of course do with less; but others must have more: 
witness the “recognized necessity” of compensating wage and salary 
increases. As a practical matter, therefore, it would seem that the 
funds required for financing new construction will have to come,—if 
they come,—largely from the commercial banks. 

It may be objected that the funds required for the investment enter- 
prises under consideration can be supplied through corporate diversion 
of earnings from dividend payment to new construction. With refer- 
ence to this it must be said, first, that railroad and public utility 
capital requirements cannot be met out of railroad and public utility 
earnings,—whatever may be true of industrial enterprises. The gen- 
eral investing public,—wage earners, salaried classes, and receivers of 
interest and profits,—must be looked to for the funds required, if com- 
mercial banks are not to be allowed to make the necessary credit ex- 
tensions. But even if the funds required could be secured entirely from 
corporate earnings, the loaning power of the commercial banks would 
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our gold supply which serves as the basis for the credit super- 
structure.”° 

If we allow the situation to go forward until the reserves of the 
Federal Reserve system have been reduced to the legal minima we 
shall be in precisely the same situation that we have always been in 
time of crisis, namely, with a fundamental need for a temporary ex- 
pansion of loans with which to tide the business world over a threaten- 
ing financial abyss, but with utter inability to make any such expan- 
sion. The theory underlying the Federal Reserve control of discount 
rates is undeniably sound,—that of checking the upward swing of the 
business cycle in time to prevent a collapse of the credit machinery 
when the crisis stage of the cycle has been reached. It is the plain 
duty of the Federal Reserve Board, in the light of the present situa- 
tion, to remove the possibility of a financial panic by conserving the 
reserves of the Federal Reserve system now,—by raising the rates of 
discount. 

In some respects the present situation is different from that which 
ordinarily obtains in periods immediately preceding a financial crisis. 
We have not gone through an era of construction; on the contrary the 
greatest step in our entire economic resources at the present time is 
the dearth of capital goods. As a result, profit margins in existing 
establishments are large and business failures few. On the other 
hand, our foreign trade situation is quite abnormal. But in many re- 
spects the present phenomena closely parallel those of other critical 
periods. In any event, the breaking point in finance is not far distant; 
and, regardless of other contingencies, if the financial system breaks 
on the rock of exhausted surplus reserves, there will be precipitated a 
general economic collapse. 

It is necessary at this place to make certain qualifications, for it is 
conceivable that we may pass through the year 1920 without a further 
increase in the total volume of bank loans and thus without reducing 
the ratio of reserves to liabilities to the irreducible minimum. A 
rigid curtailment of loans for consumptive and speculative purposes 
would ease somewhat the strained condition of the money market. And 
a great reduction in the volume of foreign trade, coincident with a 
great increase in imports, which would reduce the volume of produc- 
tion of American manufacturers for the domestic market, would ma- 
terially lessen the total volume of loans required for financing pro- 

20 An adequate discussion of this problem of a declining gold reserve in re- 


lation both to our financial and industrial situation for years to come would 
carry this paper beyond all reasonable limits, 
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institutions below the minimum requirements laid down by the Federal 
Reserve act. 

Since, in view of these contingencies, we cannot with safety count on 
an uncontrolled contraction of deposit currency in the near future, I 
am forced to conclude that the Federal Reserve Board should exercise 
its control over the situation, substantially raise the rates of discount, 
and apply the brakes to industry now.** Such a policy is not allur- 
ing, but it appears to be the least of many evils. 

Since a depression is in any event inevitable sooner or later, I am 
inclined to the belief that the sooner it comes the better,—now that 
the return of the army to civil life has been accomplished. For if my 
analysis of the situation is sound, the only means by which a substan- 
tial fall in the level of prices, and a replenishment of bank reserves 
can be brought about is through depression.** And such a reduction 
of prices and bank currency in circulation must be brought about if 
the economic and financial structure is to be so adjusted that an era 
of constructive development may be inaugurated. A great period of 
construction cannot possibly be started from a high cost basis, when 
at the same time banking reserves are at or near the irreducible mini- 
mum. We should therefore welcome a depression and the resulting 
shrinkage of values as a necessary prelude to better days. In view 
of the economic phenomena of the present situation, there is good 
reason to believe, moreover, that a depression would be of shorter 
duration than is ordinarily the case. Consideration of this is, however, 
beyond the province of the present paper. 


22 There is some reason to doubt (the Federal Reserve Board has expressed 
such a doubt) the efficiency of higher discount rates to bring about the de- 
sired results, under present conditions. The demand for goods in most lines 
is so inordinate and profits—that is money, as distinguished from real 
profits,—are so large that a very considerable rise in interest rates might fail 
to check expansion. If so, we may as well face the fact that within a year,— 
barring offsetting developments in other directions, as discussed below,—we 
shall have an old fashioned panic. My own view is that rates of seven or eight 
per cent would serve to check further expansion of business. 

23 There is, indeed, another possible means, though it appears to hold forth 
little hope of realization. Increased efficiency in production would lessen the 
costs of production and thus permit a reduction in prices. This would at the 
same time lessen the volume of funds required to finance each unit of product, 
and thereby tend to relieve the strain on the money market. Both labor 
and capital psychology is such, however, that I see little prospect of an 
early realization in this direction. 
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duced to the legal minima we shall be in precisely the same situation 
that we have always been in, in time of crisis, namely, with a funda- 
mental need for a temporary expansion of loans with which to tide 
the business world over a threatening financial abyss, but with utter 
inability to make any such expansion.” Of course, the Federal Re- 
serve Board has authority in an emergency to reduce the legal reserve 
requirements of the Federal Reserve banks or to suspend them for a 
stated period, but panic of considerable magnitude would doubtless 
prevail before such action would be taken, or it might follow should 
such action be taken. It certainly behooves us to call a halt now and 
to give due heed as to whither we are drifting. I therefore again agree 
with Professor Moulton that in the light of the present situation the 
reserves of the Federal Reserve system should be conserved and that 
the only effective measure available to the Federal Reserve banks 
should be applied, namely, to raise the discount rates on all lines of 
paper discounted by them. This policy has recently been adopted so 
far as removing the preferential rates on loans secured by government 
obligations is concerned and has already had the effect of reducing 
somewhat the volume of such loans, which is good as far as it goes, 
but this has been practically offset by an increase in commercial paper 
rediscounted and bankers’ acceptances purchased, showing the cor- 
rectness of Professor Moulton’s statement: “If member banks are 
compelled to reduce their borrowings from the Federal Reserve banks 
on ‘war paper,’ the result will merely be, so long as a demand for their 
funds continues, to shift the borrowing process to commercial paper. 
There would then be no change in the total amount of credit extension 
by the Reserve banks.” He then draws attention to the fact that 
“Funds may be drawn from Federal Reserve banks by an indirect 
process,” referring to their purchases of acceptances in the open 
market. This is exactly what has taken place since the rates on “war 
paper” loans were raised. He then reaches the inevitable conclusion 
that “If the total volume of bank loans is to be reduced it will there- 
fore be necessary for discount rates to be raised on all classes of 
paper and for the Federal Reserve banks to refuse to expand their own 
market purchases.” 

In explanation of the policy of the Federal Reserve banks in regard 
to discount rates as heretofore approved by the Federal Reserve Board 
with advice of the Federal Advisory Council, I would say that condi- 
tions confronting them have prevented the application of recognized 
economic principles. The controlling factor has been the necessity of 
the government for credit to enable it to prosecute and win the war. 
Not only had the Federal Reserve banks to make such rates as would 
enable the government to float its low rate securities in the shape of 
bonds and certificates of indebtedness, but they had to take charge of 
these issues and do everything they could to induce their member banks, 
at their own expense, to help distribute them, and to extend to their 
customers who bought them such credit as was necessary at correspond- 
ingly preferential rates. It was patriotism that for the time being 


af 
} 
a 
3 
3 
$ 
; 
3 
} 
i 


178 i {ssociation 
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ing the strain, which seems inevitable, the Federal Reserve system will 
prove equal to it, But we must be on our guard; we must look ahead 
and not strain the elasticity of the system to the breaking point. If 
its reserves continue to shrink, the brakes must be applied by materi- 
ally raising the discount rates. 


Grorce W. Dowriz.—On the whole, I find myself quite in accord 
with the view that we shall not witness a substantial reduction in the 
price level until we have passed through a period of forced liquidation 
and the ensuing depression. Both the consumptive and productive 
processes must be rid of certain elements which make for the con- 
tinuation of the present situation. The remedy is painful, but it is 
not reasonable to expect that our present exceedingly strained position 
can be effectively relieved by any mild palliatives. 

The protection of our whole credit structure has been placed in the 
hands of the Federal Reserve Board and in my judgment we are reach- 
ing the place where they will have to apply the brakes rather vigorous- 
ly even though it is evident that such action will result in unpleasant 
consequences. Much more desirable results can be accomplished by a 
definite policy of contraction without a radical increase in discount 
rates than by forcing liquidation by the increase of rates to a prohibi- 
tive figure. The latter policy would increase the cost of doing business 
to an intolerable point and thus work against the very object for which 
it was instituted. One cannot, except in the cases where certain insti- 
tutions were caught “on the ragged edge,” attribute the recent sweep- 
ing change in the stock exchange situation to the mere mathematical 
difference of one half of 1 per cent between the old and new rediscount 
rates, especially when the bank securing the accommodation could lend 
at from 10 to 30 per cent, approximately seven dollars worth of deposit 
currency for every dollar's reserve it was building up by rediscounting 
at 4.75 per cent. It was the pressure exerted by the Federal Reserve 
Board that really accomplished the desired result. A study of the dis- 
count rates of the great central banks of Europe with their remarkably 
small range of variation indicates that their influence over the money 
market at critical times has not been wielded through resort to prohibi- 
tive discount rates. 

Furthermore, no one line of economic activity should be singled out 
as the victim of the deflation process. As Professor Moulton points 
out, the reserves accumulated from contraction at one point would only 
be available for greater expansion at another, with the result that no 
relief from a high price level would actually be had. 

The present situation differs from the normal period of inflation in 
that it is characterized by an acute scarcity of goods, whereas such 
periods are usually characterized by a large volume of production. 
This leads one to venture the prediction that after the economic sys- 
tem has been purged of extravagance and inefficiency, including certain 
phases of the prevailing labor psychology to which reference has been 
made, the revival will be more rapid than is normally the case. 
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the case that the psychological effect of a decreasing demand plus the 
actual shrinkage has outweighed the counter effect of the accompany- 
ing decreasing supply. As for the point that fixed charges would have 
to be distributed over a smaller number of units of product, and that 
therefore the price of goods would go up instead of down, this might 
be the case in a few industries where fixed charges were so important 
an element in cost as to more than offset the factors I have mentioned, 
but even here in a time of threatened depression the payment of many 
of the so-called fixed charges would be subjected to postponement. 

In like manner the contention that the curtailment of building oper- 
ations through the contraction of loans would tend to create scarcity 
values for the product of existing plants refers only to a temporary 
phenomenon. The producers who are extending an old plant or start- 
ing a new one depend upon a supply of loanable funds in order to 
make effective their demand for labor, cement, steel, glass, etc. If 
their supply of funds suffers diminution, the prices of such commodi- 
ties and services will tend to fall with diminished demand. This in- 
fluence will spread like the waves propelled by the force applied by the 
traditional pebble thrown into the pond. Furthermore, in due time, 
the existing plants, for the reasons stated before, will because of 
lowered costs turn out the curtailed supply at a lower price. 

Professor Moulton, in his discussion of the effect of loans for con- 
sumptive purposes, indicates very clearly my position with regard to 
loans for productive purposes as well. “It may well be that the force 
of original demand thus augmented by borrowed funds has served to 
raise the price of consumers’ goods.” ‘“Producers’” could just as well 
be substituted for “consumers’”’ goods in the quotation. Moreover, is 
not the converse proposition true? May not a reduction in loans not 
only to consumers but to producers as well reasonably be expected to 
lower prices? And does not this mean in the case of the latter the 
ultimate lower production costs which Professor Moulton insists are the 
sine qua non of a reduced cost of living? 

Finally, there is the problem of ridding the commercial banking 
structure of two billions of government securities which ought to be in 
the strong boxes of individuals and savings institutions. I agree that 
it would be highly undesirable and in fact quite disastrous to our eco- 
nomic system if, in addition to the curtailment of their other credit 
demands, producers had to have the market for their securities badly 
depressed, if not thrown into a chaotic condition, by the appearance 
of a competitor of such magnitude. 

Nothwithstanding the delicacy of the task, a definite policy looking 
toward the absorption of these government obligations should be 
adopted and followed out as rapidly as a proper regard for the sta- 
bility of the credit structure will permit. Our experience with the sale 
of Liberty Bonds and thrift stamps has shown that, after all, a con- 
siderable volume of government securities will be absorbed without 
injury to other classes of investment or curtailment of savings accounts. 
Since this class of purchasers buy bonds at the expense of consumption, 
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was a general increase in the productivity of labor and capital, and a 
general decline in prices. In agriculture, increased productivity was 
the result of the application of new and extensive methods of cultiva- 
tion to free and fertile land. In industry, there were introduced not 
only labor-saving devices but also the economies of the corporate form 
of business organization. Here were changes in the volume of trade 
which did not result from price changes. On the contrary, they con- 
tributed to changes in the price level. 

If it is true that increasing productivity may reduce prices by en- 
larging the volume of trade, is not also the converse true, namely, 
that diminishing productivity may help to raise prices by reducing the 
volume of trade? For the time being the war has clearly diminished 
the world’s productivity. The efforts of many nations have been ex- 
pended in the production of relatively unproductive goods with the re- 
sult that there is now a serious shortage of consumers’ goods. The 
cause of present prices, therefore, cannot be attributed solely to the 
increase in the quantity of gold and confidence. Some account must 
be taken of diminished productivity for which the price level has not 
been responsible. 

I am not attempting, in this brief analysis, to discount the impor- 
tance of the quantity of “money” as a factor in explaining price levels. 
I am merely insisting that equations of exchange prove nothing, that 
gold money has utility for purposes other than money, that other things 
do not remain equal, that every period is one of transition, and that in 
seeking for the causes of price changes we must look primarily to the 
forces that determine the volume and serviceability of standard money, 
the state of business confidence, and the volume of trade. These fac- 
tors, together with the price level itself, are like Professor Marshall’s 
illustration of the balls lying in a bowl—they mutually govern one 
another’s position. 

I agree with Professor Moulton that it is high time to increase ma- 
terially rediscount rates. Such action would tend to check the specu- 
lative spirit which has been partly responsible for the upward trend 
of prices. While I accept the doctrine that over short periods of time 
speculation tends to stabilize prices, I fail to see that the same holds 
true over long periods. In the psychology of human nature the pendu- 
lum of confidence—or lack of confidence-—always swings too far, pro- 
ducing in the end a violent reaction. The sooner overconfidence is 
checked the better. 

I am not fearful that the increase in discount rates will raise prices 
by raising costs. Here again we must take into consideration the fact 
that there is an interval of time between changes in cost and changes 
in price. It should be noted also that in certain lines of industry our 
own volume of producers’ goods has been vastly increased during the 
period of the war; and, in view of the necessity of meeting fixed 
charges on invested capital, higher interest rates on new loans need 
not immediately result in higher prices for the products of low cost 
firms. The essential point is that higher discount rates might help to 
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one keeps this fact constantly in mind he will fail to appreciate the 
economic effects of a policy of loan contraction,—or for that matter 
of a policy of loan expansion. 

Professor Fisher has made a significant admission in this connection, 
in stating that an expansion of bank loans and an increase in the quan- 
tity of credit may be attended by an increase in the quantity of goods. 
He adds, however, that when once these goods that have been pro- 
duced by the use of the borrowed funds have passed out of the market 
the expanded credits remain and thus subsequently raise the level of 
prices. In this assumption that credit, once utilized, necessarily re- 
mains an active price-determining factor, we find the crux of the whole 
question. If the assumption is true, very nearly the entire case for the 
quantity theory, as Professor Fisher expounds it, must be granted. If 
it is untrue, however, virtually the entire analysis falls to the ground. 

In support of the statement that this credit remains in the channels 
of circulation as an offer against goods after the goods originally pro- 
duced with these borrowed funds have passed out of the market, I have 
never yet seen any attempted proof. The writers who make this state- 
ment have never followed through with the analysis. The complete 
cycle is as follows: The original loan is made to Mr. Jones. Mr. 
Jones produces goods with the borrowed funds. The goods are sold 
and eventually pass out of the market. But the outstanding credit 
does not remain outstanding, because Mr. Jones pays off his loan at 
the bank and thereby reduces the amount of outstanding credit. In- 
deed, he usually pays it by drawing a check in favor of the bank 
against a deposit account. 

Whether a new loan will immediately be sought and granted will 
depend upon the conditions obtaining at the time the loan is paid. And 
if a new loan is made, Mr. Jones will again use the borrowed funds 
in the productive process and thus again offset the new credit by new 

8. 

The daily and weekly variations in the volume of loans and deposits ; 
the seasonal fluctuations; and the alternate expansion and contraction 
in the different periods of the business cycle—all offer conclusive 
evidence against the validity of the assumption in question. The 
mechanical conception of a total quantity of monetary counters and a 


total quantity of (produced) goods serves merely to obscure the reali- 
ties of the price-making process. 
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thereby transporting the maximum practicable traffic while giving the 
best practicable service at the least practicable cost. 

For the purposes of discussion we distinguish between brains and 
labor. But there is no labor so painful and exhausting as the hard and 
prolonged use of the brain; and on the other hand most manual labor 
is valuable in proportion not merely to the physical exertion but also 
to the intelligence of those who perform it. There is an immense 
amount of latent brain power among the railway employees of this 
country. This is illustrated by the fact that a large majority of the 
great railway managers have risen from the ranks of the employees. 
But while intelligence on the part of labor is essential to its greatest 
efficiency, that intelligence on the part of labor is not necessarily ac- 
companied by the power of initiative, but is chiefly valuable because it 
enables labor to do better the tasks assigned by those who work chiefly 
with their brains. Therefore, in a broad way, the distinction between 
brains and labor is valid. 

Transportation costs are of two kinds, capital eosts and operating 
costs. These two kinds of costs are often discussed as if they are 
independent of each other. In fact, they are interdependent. The 
operating costs of every railroad system are determined very largely 
by the amount of capital that has been invested in it and the way it has 
been invested. The first requisite to efficient operation is the raising 
and the wise investment of sufficient capital to provide facilities enough 
to handle the available traffic. Traffic, and especially freight traffic, 
can be most economically handled in large units; that is, in large cars 
and in long trains. In order that freight may be handled in large 
units it is necessary not only to provide large cars and to equip them 
so that they can be handled in long trains, but also to reduce the 
grades of the tracks and eliminate the curvature from them, and more- 
over to provide the right kind of power for moving long trains. This 
power may be large and heavy steam locomotives, or it may take the 
form of electrical installations and locomotives. As the traffic grows, 
and the size of carloads and trainloads increases, there must be pro- 
vided sufficient second, third, fourth, and even additional tracks, long 
passing tracks, large yards and terminals, ete. Without sufficient 
facilities of these kinds economical operation is impossible. The de- 
termination of what improvements in, and additions to, the physical 
facilities shall be made requires engineering, operating, and executive 
ability of the highest order. Increased investment means that in- 
creased fixed charges must be paid. The object always is to effect a 
reduction of operating expenses which will exceed the interest and 
dividends that must be paid upon the increased investment. If this 
object is not attained the additional investment made will cause a loss 
instead of a gain to the owners of the railroads. 

Once the improved and additional facilities have been provided 
there remains to be solved the problem of so operating the railroads as 
to make the most efficient possible use of their facilities. The solu- 
tion of this problem is hardly less difficult than that of investing capi- 
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more there will be that can be employed in the industries that produce 
the things that enter into that commerce, and, therefore, other things 
being equal, the more things there will be produced in proportion to 
the total amount of work done. 

The year ended on June 30, 1907, and the year ended on December 
$1, 1917, were both years of record-breaking railroad traffic. There- 
fore, it is fair to compare the operating results of the railroads in 
those two years. They met certain great difficulties in handling their 
business in the latter part of 1917 owing to complications created by 
tlte war, but our comparisons will not be vitiated by ignoring these. 
The units of railroad service are the ton carried one mile and the 
passenger carried one mile. In 1907 the number of passengers car- 
ried one mile for each person employed on the railroads was 16,577, 
while in 1917 it was 22,781, an increase of 37 per cent. The number 
of tons carried one mile per employee in 1907 was 141,501, while in 
1917 it was 227,636, an increase of 61 per cent. There were no sub- 
stantial changes between these years in the hours of work or the hard- 
ships endured by employees, and therefore these statistics faithfully 
reflect the increase which was made in the amount of transportation 
service rendered in proportion to the amount of human labor used. 

How was this great increase in the amount of transportation service 
rendered in proportion to the amount of human labor performed ob- 
tained? It was obtained mainly in the ways that I have already inti- — 
mated, namely: first, by the investment of capital to provide additional 
and better facilities; and, second, by the adoption of improved oper- 
ating methods. 

In 1907 the book cost of road and equipment of the railroads per em- 
ployee, as reported to the Interstate Commerce Commission, was 
#7792, while in 1917 it was $10,631. Many criticisms have been 
passed upon the statistics of book cost of road and equipment upon the 
ground that, especially prior to 1907, they have not represented actual 
investment. It is generally conceded, however, that the reports since 
1907 have represented actual investment, and if this is the case there 


was made in the ten years ended with 1917 an investment of almost 


$3000 for every person employed. For that amount of money you 
could buy, until recent advances in price, a Marmon or a Packard 
automobile. I use that illustration to show how large and valuable was 
the addition made in those ten years to the facilities that were provided 
by railroad capital and brains in order to increase the amount of 
transportation service that could be rendered with a given expenditure 
of human labor. 

The results of the investment of this new capital and of the im- 
provements which were made in operating methods are shown by the 
statistics of the Interstate Commerce Commission. The average ca- 
pacity of freight cars was increased from 34 tons to almost 39 tons. 
The average tractive power of locomotives. was increased from 25,823 
pounds to 33,932 pounds. The average tons hauled per car was in- 
creased from almost 20 tons to almost 25 tons. The average number 
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of tons hauled 1 from 357 tons to 597 tons, or 
67 per cent. 

I suppose it present any argument to demon- 
strate that this 1 operating efficiency was not due 
mainly, or eve! labor. There is very good reason 
for believing tl road employee actually did not do 
as much hard 7 as he did in 1907, although he 
may have had t This increase of efficiency was 
due almost enti t of capital and to the use by the 
directors and « nies of their brains. 

Perhaps it n this large increase of investment 
was accompani in the return which bad to be 
paid to capital mount of business moved, and that 
this kept down On the contrary, the average wage 
per employee i n 1907 to $1003 in 1917, or over 
56 per cent. | that the wages paid to railway em- 
ployees were s ntend that the fact that this large 
increase in wag nied by any advances, but by actual 
declines, in th rged to the public, and that never- 
theless most of ined solvent, makes it evidence of 
efficient operati tin he return paid to capital in proportion 
to the amount ictually declined; or, to state the 
matter another f traffic handled increased more in 
proportion thar vidends which were paid. In 1907 
the number of : ne mile for each dollar of interest 
and dividends n 1917 it was 51, an increase of 6 
per cent. In tons of freight carried one mile for 
each dollar of nds paid was 416, while in 1917 it 
was 512, an in In spite of the advance of 56 per 
cent in the avs 1 labor the increase in the efficiency 
of operation w ' 1917 the amount of traffic handled 
for each dolla: about the same as in 1907. The 
number of pass ile for each dollar of wages paid 
in 1907 was 2 was 22, a small decrease. The num- 
ber of tons of nile for each dollar of wages paid 
in 1907 was t was 226, a small increase. Not 
only did the a 1 dividends paid increase relatively 
less during th f the large increase in investment, 
than did the tr there was also a decline in the per- 
centage of retu he nominal investment. The average 
return earned id and equipment in 1907 was 5.61 
per cent, while latest statistics of the Interstate Com- 
merce Commiss nly 5.39 per cent. The statistics 
demonstrate n 1s a great increase of efficiency but 
that labor bene rtion by it than did capital. 

The organiz h these operating results were obtained 
under private miliar to all. First, there is the 
board of dire y is composed of bankers, railway 
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officers, and other business men. It chooses a chairman, who is the 
chief financial officer of the company, and a president, who is its chief 
administrative officer. Often the same man is both chairman and 
president. The other principal officers of the company are appointed 
by the board on the recommendation of the president. The higher 
officers of our railroads almost invariably have risen from the ranks. 
In no other business in the world have promotions been so nearly uni- 
formly based on experience and proved ability. The higher officers 
have selected the other officers, and in their cases also appointments or 
promotions almost always have been based on experience and proved 
ability. 

What is the organization which Mr. Plumb proposes to set up in 
place of this? First, there is to be a board of fifteen directors, one 
third of whom will be appointed by the President of the United States, 
one third by the railway officers, and one third by the employees. 
The officers will be merely employees, and therefore two thirds of 
the directors will be elected by the employees. It is easy to criticise 
the personnel of the present boards of directors, but at least they usu- 
ally have been composed of able and experienced business men who 
have been stockholders, who have taken some pains to know some- 
thing about the conditions and the needs of the railroads of which 
they have been directors, and who have had a strong incentive to try 
to cause the railways to be efficiently operated. Is it logical to as- 
sume that the board of directors which Mr. Plumb proposes shall be 
created for all the railways would have as well qualified a personnel as 
the present boards? If we may judge by our past governmental ex- 
perience, will the directors appointed by the President be able and 
experienced business men or able and experienced railroad men? How 
are the 20,000 railway officers, who are scattered all over the United 
States, and rank all the way from trainmasters and roadmasters to 
presidents, to be able intelligently to select five men who will be espe- 
cially qualified to serve as directors? How are the railroad employees 
who are scattered all over the United States, and are of all ranks 
from section laborers who cannot speak English to locomotive engi- 
neers, intelligently to select five employees who will be especially 
qualified to serve as directors? It seems not unreasonable to conclude 
that the President will appoint directors for political reasons and that 
the employees will elect labor leaders. Most politicians and labor 
leaders would have few qualifications for directors. 

Besides, this board must direct the operation of all the railways of 
the United States. Where could you find fifteen men who would know, 
or who could learn, enough about all the railroads of the United States 
intelligently to direct the operation of all of them and who would ac- 
cept appointments or election? 

The Plumb plan provides in addition that the railways may be 
divided into districts and district railway councils created, one third 
of whose members shall be appointed by the board of directors, one 
third by the railway officers in the district, and one third by the em- 
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ployees in the ] tem of election could be de- 
vised which ssurance that the personnel 
of these councils ind yet to them the board of 
directors may a of its authority that it 
sees fit. 

The board of n, after having selected its 
executive officers ve body. The administra- 
tion of the busi f the executive officers, and 
therefore the su ilepends almost entirely upon 
whether able o1 I re selected. it requires 
ability to recog rd of directors and district 
railway councl ; fit men to manage the rail- 
ways as have | e ownership? Would they 
give them a fri bordinates, in determining 
when and how 1 ted, what operating policies 
should be adopt f employees should be car- 
ried out? I thi these questions and I think 
you know then , ted almost certainly would 
not be as able en selected under private man- 
agement, and t i not be free from meddle- 
some interferen rs and especially by the dis- 
trict railway ¢ miliar with railroad manage- 
ment, or any « rement, knows that the best 
plans for the in for the operation of a property, 
and the initiati for carrying them out, are and 
can be furnish vy men, and that therefore the 
results gained d pportunity and freedom of 
action accorded leas and initiative will not go 
into or stay in not have opportunity to use 
their abilities. eedily drive men of ability 
out of the railr it other men of ability from 
going into it. 1 under it rapidly would be- 
come an organ d amount of brains. 

As I have po wise investment of adequate 
capital is one of ficient operation. There is 
nothing in the S troduced in Congress at the 
request of advo , which provides, so far as I 
can find, for th ts of new capital which 
must be invested he rendering of transporta- 
tion at the lowes t. It could not be provided 
from net earning v capital required by the rail- 
roads annually | 1 will often in the future, ex- 
ceed their annua the greater part of the new 
capital would h 1 at all, by the issuance and 
sale of governn uld have to be provided for by 
Congress. What think there would be in Con- 
gress every yea! tors went to it and asked it 
to provide for a llions of dollars in bonds, the 
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receipts from the sale of which were to be, spent in ways about which 
Congress would have absolutely nothing to say? I cannot conceive 
that Congress would provide the needed capital, and therefore I can- 
not conceive that the improvements needed to secure the most eco- 
nomical operation of the railroads would be made. Even if Congress 
did find the money, it requires brains as well as money to make ade- 
quate improvements in the right way, and the necessary brains, for 
reasons I have stated, would not be forthcoming under the Plumb 
alan. 

But, it is said, great economics would be effected by unified oper- 
ation. The Director General of Railroads, Mr. Hines, speaking from 
an experience which probably qualifies him to speak as authoritatively 
as anybody, has stated that practically all the benefits that can be de- 
rived from unified operation already have been secured under govern- 
ment control. I believe that statement is correct. I always did think 
that the benefits that could be derived from unification were enor- 
mously exaggerated, while the losses it would cause were usually min- 
imized or disregarded; and our experience with government operation 
has confirmed that view. As I have already pointed out, the great~ 
economies always have been obtained by handling traffic in larger and 
larger units. This handling of traffic in large units, as I have pointed 
out, has been obtained partly by large capital expenditures and partly 
by improved operating methods. The railroad labor organizations 
would be extremely influential under the Plumb plan; and the four 
most powerful labor organizations for years have resisted the increas- 
ing of trainloads. Largely to defeat the main effect of increasing train- 
loads, which is to reduce the number of men required to handle a 
given amount of traffic, they got many state laws passed to increase the 
number of men that must be employed in a train crew. Later they 
tried to get legislation passed to limit a freight train arbitrarily to fifty 
cars. They have also tried to get other measures adopted for the 
purpose of preventing the railways from using operating methods in- 
tended to reduce the nmber of men required to handle a given amount 
of traffic. 

Wages constitute about 60 per cent of railroad operating expenses. 
How are you going to reduce the labor cost of transportation without 
either reducing wages or increasing the amount of traffic handled in 
proportion to the number of men employed? The second largest item 
of railroad expenses is the cost of fuel. The most effective way to 
reduce the amount of fuel consumed in proportion to the amount of 
traffic handled is to increase the size of the carload and trainload in 
which traffic is handled. How are you going substantially to reduce 
the fuel bill unless you increase the size of the units in which traffic 
‘is handled? The cost of labor and of fuel combined constitutes about 
80 per cent of the operating expenses of the railroads, the remaining 
expenses being incurred chiefly in the purchase of materials and sup- 
plies. How could any substantial reduction of operating expenses be 
made under the Plumb plan or any other plan if employees success- 
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the manual labor in the industry can and will coéperate in such a way 
as to produce much better results for all concerned, including the pub- 
lic, than they have in the past. But I believe that this codperation must 
be brought about, if at all, first, under private ownership and manage- 
ment, and, second, under some system which will bring those who fur- 
nish the capital, those who furnish the brains, and those who furnish 
the labor to a realization of the fact that it is just as essential to the 
welfare of each of them to increase the amount of transportation service 
rendered in proportion to the amount of human labor used as it is to 
secure an equitable division of the earnings made in rendering trans- 
portation service. Transportation is one of the essential factors in 
production; production must precede the division of what is produced 
among those who produce it; and no system will long be of any benefit 
to labor which does not provide as adequately for securing efficiency in 
production as for securing equity in distribution. 


Pierront V. Davis.—The objections to government ownership were 
succinctly stated by President Hadley, thirty-five years ago, and the 
accumulated experience of the world since has reaffirmed the cogency 
of his analysis. The impartial testimony of the British expert, Mr. 
Aeworth, before the Newlands Committee in 1917, is convincing that, 
whatever the theoretical advantages of government ownership may 
be, in practice democratic governments fail to secure them. 

The author of the Plumb plan confesses the weight and merit of 
the charge that public operation does not promote efficiency and 
does promote habitual carelessness in regard to expenditures. He 
therefore proposes government ownership mitigated by employee oper- 
ation, and seeks popular support by the seductive promise that the 
adoption of his plan, which would make possible railway rate reduc- 
tions, would thereby cut the high cost of living. Most of us will agree, 
I am sure, that no considerable reduction in living costs is possible 
until production overtakes consumption throughout the world, and criti- 
cal students of the subject have concluded that the cost of transporta- 
tion bears little relation to the price the consumer pays.’ 

But I am not going to discuss directly the effects which the adop- 
tion of the Plumb plan may have on the cost of living. I wish to ex- 
amine the theory that it will reduce the cost of transportation. This 
theory rests on two primary assumptions: first, that the utilization of 

1 Hearings on Extension of Government Control of Railroads, Senate Com- 
mittee on Interstate Commerce, 65th Congress, p. 996. 

2 Interesting figures in this connection were prepared by Mr. Julius Krutt- 
schnitt, President of the Southern Pacific Company, for Representative Esch. 
In 1914, the average value of freight carried by railroads was $56 a ton, 
while the average cost of transporting it was $2 a ton. In 1919, the average 
value was $119 a ton, while the freight rate was $2.80. Thus, five years ago, 
3.6 per cent of the total cost was spent on transportation, while at present 
time, only 2.4 per cent is so spent. The cost of the commodity per ton in- 
creased $63, while the railroad received only 80 cents more. In other words, 
1.3 cents out of every dollar of the increase in value of commodities in 1919 


was caused by increased freight rates. The responsibility for the remaining 
98.7 cents out of every dollar must be sought elsewhere. 
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Assuming, for the moment, that the cost of acquiring the railroads 
equals their present book value,—namely, $18,500,000,000,— interest 
at 51/4 per cent calls for $1,017,500,000, which is more than $100,000,- 
000 in excess of the standard return payable during federal control. 

But Mr. Plumb says he believes the roads are worth only ten or 
twelve billion dollars. Assuming that he is right and the purchase 
price is twelve billions, $660,000,000 would be the yearly interest 
charge at 514 per cent, to which we must add $120,000,000 for the 
1 per cent sinking fund contemplated in this plan,—a total of $780,- 
000,000, compared with the standard return of $900,000,000. But 
since the roads are showing a net operating income of only $550,000,- 
000, even the adoption of the Plumb plan would not obviate the ne- 
cessity for an increase in rates. 

Unless the railroads can be acquired for some amount far less than 
their capitalization, there will be little, if any, savings as a result of 
the substitution of government credit for private credit, and one major 
hypothesis of the Plumb plan breaks down. 

Even if much greater savings could be demonstrated, the wisdom of 
calling upon government credit is extremely questionable. ‘We must 
remember,’ I quote from Hon. Paul M. Warburg, “that the excessive 
use of the government’s credit tends to increase the rate at which a 
government borrows. With us it would not only affect the rate of the 
government bonds to be issued in refinancing the outstanding railroad 
securities, but it would add to the rate to be paid by our government 
when some of our Liberty Loans in due course will mature and come 
up for renewal.’* 

I now come to the consideration of the possibility of reducing the 
charge for capital by eliminating “water” in railway capitalization. 
Here, Mr. Plumb assures us, huge savings can be secured since, he 
avers, there is at least eight billion dollars of “water” in railroad se- 
curities which can be expunged.° But Mr. Timothy Shea, head of one 
of the great Brotherhoods, in a recent address, apparently foresees an 
obstacle to the easy confiscation of other people’s money. He said:* 

Justice must be done to those who represent capital invested in the trans- 
portation industry. . . . There should be no confiscation of investment values, 
or rigid adherence to any theory of valuation which, while logically correct, 
would result in loss and injustice.... The labor organizations in putting 
forth the so-called Plumb plan, have been accused of attempting to confiscate 
the property of innocent persons without due process of law by failing to dis- 
tinguish between those who have been responsible for improper methods of 


railroad finance and the holders of securities which have been improperly is- 
sued as a result of those methods, Nothing could be farther from the truth. 


Taken at its face value, this statement might be interpreted as a bid 
to attract the support of investors for the Plumb plan. Perhaps there 
is no real difference between the views of Mr. Shea and Mr. Plumb; 
but I am reminded of Lord Salisbury’s criticism of the socialists— 


4 Address before New York Chamber of Commerce, Feb. 6, 1919, 
5 Hearings before House Committee on H. R. 4378, pp. 638, 639. 
® Before Academy of Political Science, New York, Nov. 21, 1919. 
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property of any of these companies.’ What we have now are merely 
inventories, or reports, made by the engineering, land, and accounting 
sections of the Commission, of things that are to be taken into consid- 
eration in determining value. 

Elements of value which have not been reported include cash on 
hand, securities owned, materials and supplies, as well as “going- 
concern value.” In connection with this latter element, the Supreme 
Court has said: “That there is an element of value in an assembled 
and established plant, doing business and earning fioney, over one 
not thus advanced, is self-evident. This element of value is a prop- 
erty right, and should be considered in determining the value of the 
property, upon which the owner has a right to make a fair return when 
the same is privately owned although dedicated to public use.’’™” 

Bearing in mind that these tentative valuations omit many elements 
that will, it seems to me, assuredly be incorporated when the Com- 
mission fixes a single sum as the final value, what do they disclose ?** 

They have been made in respect to 25,734 miles of road, or a little 
less than 10 per cent of the existing mileage of the country. Forty-two 
of these fifty-six carriers are less than 100 miles long. Only three are 
more than 2000 miles in length. It may, therefore, be claimed that the 
evidence is too incomplete to be indicative of the real truth, but since 
Mr. Plumb has appealed to five roads to support his contention of a 
50 per cent overcapitalization, I am appealing to fifty-six roads to 
refute him. Of the roads tentatively valued, the cost of reproduction 
new of 19,500 miles, or 75 per cent of the carriers so far reported 
upon, is $178,000,000 in excess of the aggregate book costs,—and the 
book costs, it should be remembered, are always greater than the out- 
standing capitalization. Included among these roads are three im- 
portant systems: one located in the East, one in the South, and one in 
the West. 

The figures for the Boston & Maine show that the cost of reproduc- 
tion new of the properties embraced in its system is $67,000,000 in 


11In addition tentative valuations have been made of three other carriers 
and the figures published in part. These valuations, however, have not been 
officially “served.” 

12 Des Moines Gas Co. v. Des Moines, 238 U. S. 153, 165. Denver v. Denver 
Union Water Co., 246 U. S. 178, 192. 

13 Following is a summary of the results so far reported by the Bureau of 
Valuation of the Interstate Commerce Commission. 


1. Carriers Having a Cost of Reproduction New in Excess of the Invest- 
ment Account: 


Cost of Reproduction Investment Excess of Reproduction 
Mileage New Account Cost over Investment Account 
19,673 $868,625,080 $690,497,142 $178,137,938 


2. Carriers Having an Investment Account in Excess of Cost of Reproduc- 
tion New: 


Cost of Reproduction Investment Reproduction Cost Under 
Yew Account Investment Account 
6,060 $222,145,808 $454,452,405 $232,306,497 
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as possible and one must expect ex parte arguments. In one of his 
recent addresses he is reported to have said:** 

We have now in the liabilities of our railroad companies the indebtedness in- 
curred generations ago. Therefore, the money expended for rails, ties, and 
equipment in the days of our grandfathers and long since passed out of ex- 
istence, still demands its return in the present rates. Today, we are still pay- 
ing for the use of locomotives long since sent to the scrap heap. We are pay- 
ing returns on the shades of ties that have been ashes for generations. Rails 
that have been replaced half a dozen times still demand from us the earnings 
paid by our ancestors. The property investment account of these railroads is 
nothing but a whited sepulchre full of corruption and dead men’s bones. 


This charge is so baseless that it would not seem worth while to 
reply to it except that it constitutes a part of Mr. Plumb’s propaganda 
against the values of railway properties. Under the accounting rules 
of the Interstate Commerce Commission, when an eighty-pound rail is 
worn out and is replaced by a rail of like weight, the cost of the rail 
is charged to operating expenses,—that is, it is paid for by the people 
in whose service it was worn out. Where a hundred-pound rail is put 
in the track in place of an eighty-pound rail, the carrier is com ‘elled 
to capitalize the excess,—which amount is properly added to the prop- 
erty investment account, since it is obvious that a track laid with hun- 
dred-pound rail is worth more than one laid with eighty-pound. 

Scientific accuracy in setting up charges for depreciation is impos- 
sible, but railroad managers know fairly well what the average life of 
a locomotive, for example, will be, as well as what its scrap value will 
be when it is no longer fit to run. The difference between the original 
cost and the scrap value is spread over the estimated life of the loco- 
motive and the annual charge against operating expenses for that pur- 
pose appear in the account known as “accrued depreciation.”** 

Promises are easy to make and hard to fulfill, The American peo- 
ple have good reason to be wary of accepting Mr. Plumb’s promises 
at their face value. The authors of the purchase of the railroads of 
Switzerland promised reductions in rates and estimated that the profits 
from the expected economies would suffice to extinguish the debt in 
sixty years. Instead, rates have advanced and the debt, instead of 
diminishing, has in the twenty years that have elapsed since the pur- 
chase, increased by more than 30 per cent. The Plumb plan holds 
forth the same rosy expectations of greater efficiency, cheaper trans- 
portation rates, diminished capital charge. These desiderata have 
never yet been the fruits of public operation of railways in any part 
of the world. In no other country are railways of the commanding 
importance they are in the United States. Under private ownership 
they have been, by and large, good and faithful servants of the people. 
To transfer these properties to the government is to transfer them to 
an agent who, judged by the unchanging behavior of human nature, 

14 Railway Age, Nov. 19, 1919, p. 708. 

15 The 1917 report of the Interstate Commerce Commission shows that $734,- 
000,000 has been charged out for accrued depreciation, and since the carriers 


have been under the control of the Government, the Railroad Administration 
has credited them with a further $306,000,000 for the same purpose. 
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to step out or to stay in with the status of employees having only a 
minority voice in the management; puts the new experimental organs 
of labor representation in the ultimate seat of authority, and stakes 
the fortune of the industry on their success. The one is an evolving 
constitution for industry; the other is an invented constitution. 

The invented constitution is a rare type. The United States enjoys 
a written constitution, but it does not represent a frame of government 
invented at one time. The rights and liberties it records and safe- 
guards are the traditional rights and liberties of Englishmen, worked 
out under centuries of struggle and achievement under the evolving 
type of constitution. These were political rights and liberties, and 
the corresponding industrial rights and liberties have not yet gone 
through this process of evolutionary growth and achievement. They 
are still to be worked out and defined by exercise, and the capacities 
and habits of self-government are still to be developed and tested. 
The present stage of the evolving form of industrial government is 
much like a constitution granted at the will of a monarch; it does not 
grant full democracy, but it is an entering wedge, which it might not 
be safe to drive home at one blow. 

Each type of plan would keep the active managing responsibility 
centralized in the executive officers, but the Plumb plan puts the rep- 
resentatives of labor above the executives, helping to choose them, and 
does not provide for direct participation by labor in the solving of 
executive problems. Such participation might result from putting labor 
representatives on the boards of directors, but it is not definitely pro- 
vided for. The other type of plan gives labor managerial work to do, 
but preserves the independence of the managing officers. The owner 
of the property also retains the ultimate control of his property, and, 
as one of the speakers yesterday said, can go on strike at any time; 
while under the Plumb plan the owner of the property (now the gov- 
ernment) gives a lease and keeps only a minority representation, 
while the lease can be cancelled only if its terms are specifically vio- 
lated. The employees, official and classified, hold between them ma- 
jority control of a property in which they do not own even the ordi- 
nary common stockholder’s margin of equity. 

A still more instructive contrast may be found in the specific pur- 
poses the plans are aimed to serve, so far as we can read them. The 
monotony and mechanical automatism of factory labor, which drive 
men to seek to touch substitute springs of interest and to give the 
cramped personality some other chance for industrial self-expression,— 
these play little or no part in railroading. A share and an interest 
in the shaping of price policy is not here an issue; that is left in the 
hands of the Interstate Commerce Commission. Finance, in the sense 
of raising capital, is relegated to the central and local governments. 
Apparently, labor is moved by no overwhelming desire to share the 
industrial function of furnishing productive equipment. Sales pro- 
motion might or might not figure largely. There remain as possible 
motives the desire for a creative share in production policy, the desire 
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wages are to be fixed by the employees, sitting in a joint board of 
which one half represents wage earners and one half salaried officials. 
Even the rate-making power of the Interstate Commerce Commission, 
under the rule just announced by Mr. Plumb,’ would be forced to ac- 
cept the costs of operation including wages and salaries as fixed by this 
board. In predicting how this board will work there is one simple 
arithmetical principle of much importance. Suppose there is a margin 
that can be used either to increase wages and salaries or to declare 
profits. Out of any sum that goes to wages and salaries the employees 
get the whole; out of any amount that goes to profit they get half. 
My arithmetical studies were before the days of the present popularity 
of non-Euclidean mathematics or the unsettling revelations of Einstein 
as to the unreliability of ordinary ideas of size, but I distinctly recol- 
lect that the whole of anything was considered greater than any of 
its parts. 

We must remember that this same mathematical principle applies 
also to private management, whenever an official or director has per- 
sonal dealings with his own corporation. Mr. Plumb rightly objects 
to the practice of railroad managers holding stock in companies pro- 
ducing railroad supplies and equipment.* It may be pointed out, how- 
ever, that this abuse is equally possible under the Plumb plan; that 
existing laws are already attacking it and that the Plumb plan adds 
no further safeguards; while it extends the same opportunity, with 
full official sanction and no safeguards at all, to the whole field of 
wages and salaries, which bulk vastly larger than the purchase of sup- 
plies, great as that business is. Moreover, in the private corporation 
there is always one interest which can gain only through its share in 
the profits, namely, that of the stockholder who is not a director or 
managing official. His pocketbook urges him to prevent this type of 
exploitation by all means in his power. Under the Plumb plan there is 
nobody in this position except the voters of the country at large, whose 
interest is too dilute and whose voice is too indirect to guarantee the 
bringing of effective pressure as compared with the pressure, im- 
perfect though it may be, which private stockholders can exert. This 
weakness is inherent in the situation apart from the fact that in the 
present draft of the plan the public is not even represented on the 
wage and salary boards. 

The fundamental governing body is the tripartite board of directors, 
on which the three interests which Mr. Plumb has named are unevenly 
represented. Property and the public between them have one third 
and employees, divided into official and classified, have two thirds. In 
the regional boards the public has no direct representation, but one 
third of the members of these boards are chosen by the central board. 
In this scheme there are only two independent constituencies, labor 

1This rule is not contained in the Sims bill, which merely perpetuates the 
present powers of the commission. 

2 This paragraph, and the preceding one, were not in the original discussion, 


but are inserted under “leave to print.” Mr. Plumb introduced this point in 
his final summing up at the end of the discussions. 
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large promises of profits lies in making it quite impossible to tell how 
much of the support of the Plumb plan springs from a general desire for 
representative government in industry for its own sake and for the 
sake of the benefits which it can reasonably be expected to afford. 
These benefits lie in the possibility of a juster organization of inter- 
ests, incentives, and responsibilities in industry, not in financial gains. 
If labor wants these benefits, some way should be found to grant them. 
But if you offer a man a charter of representative government and at 
the same time tell him that it will make him rich, you cannot tell whether 
his vote means anything more than that he approves of the idea of 
getting rich. Such a vote would furnish no adequate proof that the 
people want such an industrial government for its own sake, and no 
reliable backing on which to meet the practical difficulties, reverses, 
and disappointments which the working out of any such scheme neces- 
sarily entails. The fact that laborers want the profits of management 
is no valid reason for giving them the management of a business where 
there are no profits to take. 

Nevertheless we owe Mr. Plumb a vote of thanks for opening up 
this subject so forcibly and for contributing so effectively to the popu- 
lar realization that what is needed at the present time is not mere 
adjustments of wages, hours, and working conditions, but genuine 
constitution-making for American industry. 


C. O. Rueeies.—In framing a program of railway regulation there 
are four different groups which should receive consideration. To 
name them in an order convenient for this discussion, they are: (1) 
the classified employee; (2) the railroad managers; (3) those who 
furnish railroad capital; (4) the public. 

An cutstanding feature of the Plumb plan is that an additional in- 
centive above wages in the form of a labor dividend is deemed neces- 
sary in order to secure the best results from labor. This is undoubted- 
ly true, but there does not appear to be anything to prevent the classi- 
fied employees and the railroad managers, who together are to have 
two thirds of the members of the board of directors, from using the 
surplus revenue of any year to advance their wages and salaries. If 
they follow this course they will have more to gain than they would 
by accepting a labor dividend. If they increase their wages it enters 
the accounts in all subsequent years as a part of operating expenses, 
and since all deficits in operation are to be met by the government, 
they would continue to receive remuneration during lean years in ac- 
cordance with the scale set by them when a surplus is available. Mr. 
Plumb will probably reply that this will not happen, because the plan 
as drawn gives a larger relative share of the labor divided to the 
railroad managers than it does to the classified employees, and it 
would therefore be to the interest of the five directors representing 
the railroad managers to vote with the five government directors for 
the labor dividend rather than for a wage increase. But this does not 
seem to be conclusive. Managers would probably find it to their in- 
terest in the long run to vote with the classified employees for an in- 


4 


908 {ssociation 


4 


crease in their sa ertain return for succeeding 
ather tl larger share in the form of a 
labor dividend, wv nt. Moreover, if it is sound 
reasoning that an s needed to induce laborers to 
render efficient hat a hope of reward might 
bring about a m : While it may be desirable 
to give owners to use it efficiently, we have 
undoubtedly rea ve will refuse to permit earn- 
ings beyond 1 | ents in railroads and public 
utilities. Under ness would dictate that capital 
so invested shou rtain extent against losses. If 
men make 30 tain lines of business for a 
series of years, retain these high profits, it is 
not necessary { neern itself about the financial 
welfare of thes riod of lean years. 
Unfortunatel issify the railroads with the 
back to the Interstate 

n k of the war, and asked them 
to reconsider th Commission had refused some 
months previou lroads contended that because 


ordinary 


Commerce 


the European g market with large offerings of 
government secu for the railroads to secure capi- 
tal except at ad n that account the railroads 
should be allow In reply to this contention it 


was urged by s - business were also finding it 
more difficult to there was no reason why the 
railroads should | consideration. This reason- 
ing appears to « is fair to the public that rail- 
road rates be red ns of railroad revenue warrant 
such action it v roads to have rates increased if 
such action be luce adequate revenue. But 
there are limits i thin which earnings on capital in- 
vested in railroa ted to fluctuate. To repeat, if 
incentive is ess« laborers it would doubtless be 
of advantage t 1e€ Margin for efficiency in the 
use of capital. 

On the other | fear of loss of revenue would 
also be of son t there should be therefore no 
fixed or guarant ] It would doubtless be sufficient 
to have a rule of vould provide for rate increases 
when it could | h were necessary to prevent substan- 
tial loss to the cay railroads. Within a zone of vari- 
ation in earnings would be opportunity for private 
initiative. Certain » eliminate speculative activity 
from the field of r 11 profits cannot be permitted, 
and if large pr 1 some protection against large 
losses is necess the field of railroad invest- 
ment that type of fabulous margins, so much the 


better. If capil ls is given a reasonable margin 


The Railway Problem—Discussion 209 


in which to work out its earning power there will be those ready to 

offer it for investment. With a zone within which railroad earnings 

might be permitted to fluctuate, owners of the capital invested in the 

roads might be in a position to exercise a wholesome influence upon 

the character of the services of both railroad managers and classified 

employees. It is not at all probable that such would be done under a 

plan whereby the government would furnish the capital and have a 

certain representation on the board of directors. If both railroad 

managers and classified employees realized that their shortcomings 

were to be registered against them, it would doubtless have as whole- 

some an influence upon their efficiency as would the hope of gains be- 

yond their wages in the form of a labor dividend. It is very doubtful 

if a board of directors, two thirds of which would represent the man- 

agers and classified employees, would have the independence which 

would be necessary to exercise such wholesome discipline. It would 

not appear to be in the interest of the railway employees, in the long 

run, to urge a plan by which they would be judges of their own case. 

Mr. Plumb has emphasized the fact that millions of people are 

ready to accept his plan. The willingness of many to accept the 
Plumb plan, or in fact any plan which would promise improvement, is 

not difficult to explain. Obviously it would be impossible in the time 
alloted to do more than mention one or two of the outstanding short- 
comings of our previous regulation which have been in a large meas- 
ure responsible for the present convictions of many persons that there 
is need for a drastic program of railroad control. Many of the 
charges which Mr. Plumb has made may be traced to the lack of finan- 
cial control of carriers and to the absence of adequate regulation of 
railway service. No one will deny that our railroad managers and 
those responsible for the financial program of our railroads have been 
guilty of appropriating to themselves what has rightfully belonged to 
the consumers of transportation. But it would not appear that the 
solution for this difficulty is the adoption of a plan which eliminates 
all profit, but rather a plan whereby those who are responsible for 
efficiency of railway management and for honesty in the financial af- 
fairs of carriers should be held to a strict accountability. Mr. Plumb’s 
plan really proposes to continue the lack of strict accountability to 
the public by creating a board of directors two thirds of which are 
controlled by the railroad managers and the classified employees 
themselves. 

Lack of regulation of railway service in this country has been re- 
sponsible for much dissatisfaction in recent years and for many of the 
plans for railroad regulation which have been proposed to Congress 
within the last eighteen months. Any plan which furnishes proper 
regulation of railway service must provide, first, for satisfactory rela- 
tions between the railroads and the governing authorities, that is, the 
various state governments and the federal government; second, for re- 
lations between the railroads and the shippers; and third, for the rela- 
tions of the railroads to each other. Time will not permit of a discus- 
sion of these phases of this important subject, but one feature of in- 
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its cargo at the piers of railroad A. Conversely, if part of the cargo 
of a vessel is destined to points not located on the line of the rail- 
road at whose piers the vessel docks, this cargo must be lightered to 
the piers of the railroad over which it is to be carried, or the vessel 
must shift in order to discharge the cargo at the piers of the road 
which is to have the line haul. Such practice makes as many separate 
ports within a port as there are deep-water terminals controlled by the 
different railroad companies. It often means, too, that there is con- 
gestion at the water terminals of some railroads while others are not 
used to capacity. This inefficiency in terminal services means an im- 
perfect codrdination of rail and water carriers which in turn makes 
embargoes upon traffic necessary. The effects of these embargoes ex- 
tend into the interior to Kansas City and beyond. Obviously the re- 
striction of strategic port terminal facilities to its own use is an at- 
tempt by a railroad to secure the line haul of the traffic. While this 
is a failure to appreciate the fact that railroads are common carriers 
it is the natural result of railway competition in terminals. But if it 
is true that competition has made terminal charges so low that they 
are unremunerative, a railroad which has expensive rail and water 
terminals could not afford to permit their use by other railroads unless 
it were to receive more for their use than the present scale of terminal 
charges would yield. 

In view of these facts it would not be wise to have the provisions of 
the Esch bill, which has recently passed the House of Representatives, 
enacted into law. Mere permission to carriers to consolidate will not 
be sufficient in cases where certain railroads enjoy strategic positions 
in our terminals. It is not reasonable to expect that such railroads 
will voluntarily offer to share their monopoly profits with other car- 
riers. This does not mean government ownership of terminal railway 
facilities. There could be organized separate terminal companies, the 
control of which would be shared by all the railroads in the terminal. 
Take, for example, the situation in Norfolk, Virginia. There the eight 
railroads themselves own a terminal belt line which does the switch- 
ing and belt line service for them all. They each own 12.5 per cent 
of the stock of this terminal company, and all receive services from 
it on an equal basis. This service, however, does not extend to much 
of the traffic which constitutes exports and imports. There is as much 
logic in compelling one carrier to permit the use of its terminal facili- 
ties by another carrier as there is in compelling one utility to permit 
the use of its poles, conduits, or other facilities by another utility. In 
both cases the public receives consideration as an important third 
party to the contract. The theory in the decision of the Supreme 
Court in the St. Louis Terminal Case in 1912 ought to be more gener- 
ally applied. It would appear therefore to be in the interest of the 
public to have those provisions of the Cummins bill which provide for 
compulsory consolidation enacted into law, at least so far as our im- 
portant terminals are concerned. If railway legislation can be enacted 
which among other things will provide adequate financial control of 
carriers and more efficient railway service it will do much to remove 
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ROUND TABLE DISCUSSIONS 


On Wednesday afternoon, December 31, there were round table dis- 
cussions of (1) The policy of government with respect to competition, 
codperation, monopoly, and the issue of securities; (2) Immigration 
and immigration problems; (3) The teaching of Economics; and (4) 
Is large-scale and centralized organization of marketing in the inter- 
ests of the public? At each of these conferences there was a large at- 
tendance and spirited discussion. Short reports of three of these ses- 
sions, by their respective chairmen, Dean W. F. Gephart, Professor 
H. A. Millis, and Professor C. M. Thompson, are subjoined. A por- 
tion of the discussion at the conference on the organization of market- 
ing is also given below. 


CoMPETITION, CojPERATION, AND MONOPOLY 


The round table discussion on “What should be the attitude of the 
government towards competition, codperation, and monopoly,” was well 
attended, and the discussion was participated in by a large number of 
speakers. Chairman Gephart opened the discussion by reviewing the 
pronounced governmental emphasis on preserving the competitive sys- 
tem as this idea expressed itself in the constitution and enacted law. 
It was pointed out that industrial development had been tending, in 
this country, towards large-scale production and integration of busi- 
ness, and in some instances, monopoly, and that much of our actual 
industrial development runs counter to the spirit of the constitution 
and the law. 

It was argued that provision ought to be made in the law for a 
greater variety in forms of industrial organization, although it was 
generally agreed that this would involve more extensive and careful 
supervision and regulation on the part of the government. It was fur- 
ther argued that federal incorporation, with its accompanying super- 
vision of many businesses of an interstate character, was a desirable 
line of development. Especial emphasis was given to the desirability 
of some general supervision and publicity of accounts of interstate 
business activities. While some of the business interests object to 
what they are pleased to call “government interference” in business, 
yet it was believed that an increasing number of the more intelligent 
business interests would welcome carefully devised supervision of 
business, not only for the protection that it would give to them in 
competition with other firms, but also because of the need of correct- 
ing much of the public misunderstanding regarding the real character 
of some businesses, such as the public utilities, storage houses, and 
others, towards which the public often have an unfavorable attitude, 
and which affects the legislation, especially state legislation, enacted 
for their regulation. 
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Im IGRATION PROBLEMS 
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various quiz instructors might be coérdinated, and by which the en- 
tire student enrollment would be brought in contact with instructors 
with greater experience and maturity than quiz instructors usually 
have. Some preference was expressed for a plan whereby all instruc- 
tion should be given in small quiz sections, each student having the 
same instructor for all recitations in the subject. A middle ground was 
taken by one or two speakers, who pointed out the advantage of replac- 
ing lectures with discussions made up of three or four quiz sections 
comprising a total number of students ranging from one hundred to one 
hundred and fifty. The last method, according to its friends, combined 
the best features of the lecture and eliminated its worst,—large num- 
bers, inattention, lack of personal contact. 

Much interest was shown in the policies of the different institutions 
represented in requiring students to make use of supplementary read- 
ing. Several speakers expressed a preference for an additional text 
book, but the weight of practice appeared to be in favor of materials 
such as those prepared by the Economics faculty of the University 
of Chicago. Professor Day of Harvard directed attention to the ad- 
visability of having some sort of loose-leaf service whereby current 
supplementary material could be furnished students as the course 
progressed. It seemed the concensus of opinion that such a service 
would produce better results than are now obtained in most institutions. 

In the course of the discussion the point was brought out that sev- 
erela institutions are engaged in a rather comprehensive program to 
better their instruction in economic principles. Professor Wright of 
the University of Chicago and Professor Wasson of the State Uni- 
versity of Iowa each spoke of the efforts being made in their respective 
schools along these lines. At Iowa, the Department of Economics 
asked the students themselves to suggest in what ways instruction might 
be made more efficient; and Professor Wasson expressed the opinion 
that the results of the experiment justified the time and effort spent 
on it. 

The opinion was very generally expressed that the conference was 
well worth while and that similar conferences ought to be held at sub- 
sequent meetings of the Association. 


Is Larce-ScaLte CENTRALIZED ORGANIZATION OF MARKETING IN THE 
INTEREST OF THE PusLic? 


L. D. H. We.v.—Before deciding upon the topic for discussion at 
this round table meeting on Marketing, I sent out a number of letters 
asking for suggestions as to possible topics and speakers. Some of 
those who replied suggested that the packing industry would furnish 
a good topic; others suggested various developments in marketing 
which are in the direction of more efficient methods and organization. 

Since I represent the packing industry I did not care to make that 
the specific topic for discussion, and therefore I announced this gen- 
eral subject so that the discussion might be steered into whatever 
channel the temper and interest of the attending group might de- 
termine. 
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on the problem of the meat packers, I shall give special consideration 
to this industry in developing my organization. And it should be rea- 
lized that this industry represents large-scale marketing in two or 
three ways: first, each of the large packers does a large volume of 
business in its principal products, which are meats; second, each has 
undertaken the marketing of other products than strictly meat foods, 
although the extent to which this has been done varies for the different 
packers; and, third, the large meat packer represents a more direct 
system of marketing than is found in most trades in that “he does his 
own jobbing” and sells direct to the retail dealer. We thus have, in 
addition to large volume, the branching out into other lines, and the 
integration of the marketing processes. 

It is conceivable that the packing industry might be carried on by 
thousands of small plants located in the producing sections of the Mid- 
dle West and West, which ship their goods to hundreds of jobbers lo- 
cated in the consuming centers of the East. We might have a few 
hundred brokers located at Chicago and St. Louis to make connection 
between these small western manufacturers and the large number of 
small wholesalers and commission men in the East. This is the way 
that eggs and poultry and many other commodities are marketed. 

The packing industry is a combination of manufacturing and sell- 
ing. There is a real need for large manufacturers in order to bring 
about the greatest possible utilization of by-products. It is also neces- 
sary to have the plants large enough to be able to absorb the fluctua- 
ting receipts of live steck that come to market. As a matter of fact, 
we often refer in my company to the small packers as “in-and-outers,” 
meaning that they buy when the market looks right to them and dis- 
continue buying when conditions look unfavorable. The large packer 
varies his buying to a certain extent, but on the whole makes it pos- 
sible to absorb the receipts of live stock that come to market, be they 
large or small. 

Important as it is to have large manufacturing companies, it is 
equally important to have large distributing organizations in the pack- 
ing business. Wholesale distribution of meats in the eastern cities is 
still carried on to a certain extent by small independent wholesalers, 
but the tendency has been for the large packers to establish their own 
sales outlets through so-called branch houses. Possibly the greatest 
advantage in this scheme of organization is that the large packing es- 
tablishment in Chicago or other western city can keep directly in 
touch with trade conditions and can distribute its highly perishable 
meats to the various markets more efficiently and more in accordance 
with the varying demands than was possible when it depended upon 
outside wholesalers for its market. The only reason that it can afford 
to do this, however, is that it has such a large volume of business to 
put through each branch house that the cost of operating these branch 
houses is reduced to a minimum. Swift & Company’s cost of operating 
branch houses, for example, is only about 4 per cent of the sales, and 
this includes an overhead administrative charge from the Chicago 
office. 
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a compre hensive the East. A small packer might 
have enough bu branch house in New York, but 
unfortunately tl will be wanting choice cuts of 
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In financing, we are borrowing from banks all over the country in 
connection with our meat business, and can easily use the same sources 
of credit for our other products. As for the assumption of risks, we 
are in a position to minimize the risks involved, through having a na- 
tion-wide organization which is in constant touch with the changing 
conditions all over the country, and we have such a wide distributive 
outlet that we store goods only to satisfy our own trade requirements 
rather than as purely speculative ventures. 

When it comes to grading, sorting, and packing, we reduce the num- 
ber of times that goods must be sorted and re-handled by our direct 
shipment from assembling plants in the West to branch sales houses in 
the East, and we are in position to bring about a greater uniformity 
and standardization of grades than is customary. 

As for the selling function, I have already explained how we utilize 
our sales organization in such a way as to reduce unit selling expenses. 
In performing the function of transportation we bring about a more 
exact distribution of goods by having control of our own refrigerator 
cars, and we utilize the same delivery trucks that are necessary for 
carrying meats to the door of the retailer. 

The advantages that we have over the ordinary distributive machinery 
in the handling of these products are apparent, and yet they are not 
so great, measured in dollars and cents, as one might think. We still 
have to perform all the functions that are performed by other middle- 
men. We do not aim necessarily to undersell the market, and yet I 
believe it is a fact that we set the pace in competition. When a pur- 
chaser in New York wants a large quantity of eggs, we are not only 
likely to be able to make the best price,—perhaps only by a fraction of 
a cent per dozen,—but we are likely to have goods available in New 
York, or en route from some Kansas point, which will just fill the 
bill. Our advantage is perhaps even more in respect to service than 
it is in respect to price. 

Through our central organization, which is constantly in touch with 
our hundreds of sales outlets, we are able to distribute most efficiently 
our supplies in accordance with varying demands, and we are more 
likely than perhaps any other distributor to have goods on hand at 
any particular point in the quantity and quality desired. This all 
means better organization, more scientific marketing, and greater bene- 
fits to both producer and consumer than are possible under an organ- 
ization consisting entirely of small units. 

The different packers have had varying opinions as to the economies 
obtainable by branching out into other lines. Armour & Company, for 
example, has gone into such products as coffee, rice, cereals, ete. Out- 
side of butter, eggs, cheese, and poultry, Swift & Company has taken 
on practically nothing but canned goods and a little dried fish. I am 
not discussing in this connection the manufacture and sale of leather, 
soap, oleomargarine, fertilizer, etc., which are industries that carry to 
a further degree of manufacture the by-products of animals. 

The unfortunate feature of this development has been that there 
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In the first place, I cannot too strongly maintain that economic 
analysis will show that there is no normal tendency toward large-scale 
marketing, at least in the case of food products such as are handled 
by wholesale grocers. For one thing, I know that the relatively small 
wholesale distributor of food products makes as high a rate of profit 
as does the large one. More than this, the foregoing fact can be ex- 
plained on the ground that in marketing no large fixed charges exist, 
and management is the chief factor. In marketing food products, no 
considerable fixed capital is required, and expenditure for advertising 
is very small. The jobber who can buy in carload lots can buy as 
cheaply as one who buys ten carloads, and one salesman can handle a 
given territory as cheaply per unit of product sold as a dozen sales- 
men can handle a territory twelve times as large. 

In the second place, the forces which have led to such large-scale 
marketing as exists are not economic, but acquisitive. The chief ones 
are the use of (1) excessive advertising, and (2) discriminatory “quan- 
tity discounts.” Excessive advertising campaigns lead the manufac- 
turer to desire to keep his hands on his goods until they are disposed of 
to the retailer, or even the consumer. He is led to insist that his ad- 
vertised goods be pushed more than the products of other manufactur- 
ers, and he also has a strong tendency to engage in “full-line forcing.” 
The quantity discount is used as a means of inducing customers to favor 
the products of a given manufacturer, and this is purely an acquisi- 
tive matter. The discount is generally not based upon considerations 
of cost. 

Of course the large manufacturer has a large volume of goods to 
handle and if he, for his own particular reason, wants to do his own 
marketing, it necessarily follows that he will market on a large scale. 
Mr. Weld represents what are primarily very large manufacturers. 
Now they want to market their advertised and trade-marked wares 
themselves (though they can do it no more cheaply than it can be done 
through the ordinary channels of wholesale distribution), and it follows 
that they engage in large-scale marketing. This fact merely throws us 
back on the question as to whether the concentration in manufacturing 
which is represented by the packers is itself a good thing for the pub- 
lic. I am inclined to the opinion that the enormous concentration in 
meat packing has a historical origin and not an economic one. It is 
based largely upon unfair methods, and the desire for power. In 
the case of the larger meat packers, in addition to the motives of the 
specialty manufacturer, we find an exaggeration of the advertising ele- 
ment and a large use of the discriminatory, “inside-price’” methods, 
and of “full-line forcing.” The “free deal” is grossly abused and the 
appeal to the housewife to keep an Oval Label Shelf, ete., is backed 
by pressure to induce the retailer to carry not only canned meats and 
lard, but also corn flakes and pancake flour of the same brand. Dis- 
criminations in transportation also enter into the situation here, and 
what may be called “unfair costing.” Wherever we have a large line 
of goods put out by a single concern, especially where there is an ele- 
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1. When the product is a specialty and advertising is the controlling 
factor, the tendency is toward centralized marketing, though not neces- 
sarily on a very large scale. The question of public benefit here is 
inseparably connected with the advertising question, and, in my judg- 
ment, advertising may be excessive. 

2. When the product is not a specialty, but one which we may call a 
staple, the question of legitimate tendency toward centralization in 
marketing depends chiefly upon the question of quantity buying. (1) If 
the consumers or purchasers are large and concentrated, we shall have 
large-scale, centralized marketing, as is illustrated in the metal in- 
dustry. (2) If the consumers are small and scattered, we shall have 
relatively small-scale decentralized marketing. (3) The number and 
dispersion of the manufacturers also plays an important part, and when 
they are numerous and scattered, as in the case of canning of fruits 
and vegetables, we may expect relatively small-scale, decentralized 
marketing. 

My aim has been to analyze the motives and forces which have given 
rise to the present tendency to centralization in marketing, as it mani- 
fests itself in various fields, and thus to reach a fundamental conclu- 
sion. It seems that most of the motives and forces arise out of acquisi- 
tive competitive situations, and cannot be generalized. For example, 
the advantages claimed by those manufacturers who go direct to the 
retail trade, if logically carried out, would require going to the con- 
sumer; and if those manufacturers are sound in their reasoning, every 
manufacturer producing the same commodity would go direct to the 
consumer. This would lead to a situation which would be wasteful, and 
would become impossible. 

The various alleged advantages cancel out, as it were. The question 
of excessive advertising is like the question of armament among na- 
tions: If everyone engaged in the mad struggle to cover a greater 
area of paper with pictures of his product, we should be left just 
where we were when we began the struggle, with the difference that 
the consumer must foot the bill (or, as is now the case, Uncle Sam has 
it taken out of his excess profits taxes). If everyone gets an inside 
price, no one has an advantage in getting it. And so it goes on down 
the list. 

I am inclined to the opinion that, in most cases, the outcome of the 
present disturbed conditions in the marketing world will be a return 
to the old and logical trade channels, with a distinct recognition of the 
separate functions of the wholesaler and the retailer; and I believe that 
if the wholesaler and retailer will profit by the lessons which they 
are in process of learning, this will be beneficial to the public. 


L.. C. Gray.—Professor Haney has based his objections to large- 
scale organization in marketing largely on the ground that the eco- 
nomic benefits are not passed on to the consumer but are retained as 
profits by the marketing agencies. As I understand it, the subject of 
discussion is whether large-scale organization in marketing is eco- 
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MINUTES OF BUSINESS MEETINGS AT CHICAGO 
DeceMBER 29, 30, AND 31, 1919 


A meeting of the Executive Committee was held on Monday, De- 
cember 29, at 5 p. M., in Room 1707 of the Hotel La Salle. 

It was voted to recommend to the Association that Mr. E. A. Karel- 
sen’s offer of $1500 for prize essays on profit sharing be accepted, on 
the condition that satisfactory arrangements can be made for meeting 
the cost of printing. 

It was voted to recommend to the Association that it participate in 
the Council of American Learned Societies Devoted to Humanistic 
Studies. 

It was also voted to recommend to the Association the appointment 
of two special committees, namely: (1) a finance committee of five, of 
which the Treasurer and Managing Editor should be ex-officio mem- 
bers; (2) a committee of three to consider and report upon a policy 
with respect to the election of honorary members. 

The Secretary presented a communication inviting the Association 
to participate in a conference to be held in Washington in the inter- 
ests of a movement for the establishment of a federal department of 
Public Works. The Committee voted that the invitation should be 
declined. 

In response to communications from members of the Association re- 
siding in Washington it was voted to call the attention of the Com- 
mittee on Resolutions to the importance of a proper reclassification of 
expert economic and statistical positions in the government service. 

The Secretary presented a communication from the President of 
the American Sociological Society, suggesting that both associations 
should select two fixed places of meeting, one in the East and one in 
the West (e.g. Washington and Chicago) for alternate years. It was 
voted that no change be made in the established policy of the Asso- 
ciation, and that the Association be informed of this action of the 
Committee. 

It was voted to instruct the Secretary to inform the Association that 
the present Executive Committee recommends that in the future the As- 
sociation pay the travelling expenses incurred by members of the Ex- 
ecutive Committee in attending meetings of the Committee other than 
those held in connection with annual meetings of the Association. 

It was voted that the special committee on College Instruction in the 
Social Sciences be continued, and that its scope be extended to in- 
clude instruction in economics in secondary schools. 
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tee, and three members of the Program Committee, whose term of office shall 
be three years, and who shall be so classed that the term of one third of the 
elected members of each committee shall expire each year; provided that the 
office of the Secretary and that of Treasurer may be filled by the same person, 
The Executive Committee shall consist of the President, the Vice-Presidents, 
the Secretary, the Treasurer, the Managing Editor, the three ex-Presidents 
who have last held office, and six elected members.” 

Amend Section 1 of Article V so as to read: “The President ... in con- 
sultation with the Program Committee, shall prepare the program for the 
annual meetings. . . .” 

Amend Section 4 of Article V by striking out the words, “other than the 
Vice-Presidents,” so that the last sentence of that Section shall read: “A 
quorum shall consist of five members.” 

Amend Section 5 of Article V by adding the words: “The Managing Editor 
shall be ex-officio member and Chairman of the Editorial Board.” 


By vote, the recommendation of the Executive Committee was ap- 
proved and the amendments were adopted. 

The Committee on Codperation of Economists reported through its 
chairman, Professor A. A. Young, that because the conditions which 
had led to the creation of the committee had ceased to exist, the com- 
mittee asked to be discharged. By vote the committee was discharged. 

The Sub-committee on Index Numbers of the Committee on the 


Purchasing Power of Money presented a brief report of plans, through 
its chairman, Professor Irving Fisher. The sub-committee was con- 
tinued. 


A report from the Committee on the Utilization of the Economic 
and Statistical Material in the Draft Questionnaires, presented through 
its chairman, Dr. John Cummings, was received and ordered to be 
printed. The committee was discharged and the Secretary was in- 
structed to transmit a copy of its report to the chairman of the Joint 
Committee on a Government Archives Building. 

Professor W. F. Willcox presented a report on behalf of the Com- 
mittee on Federal Work in Statistics. The report was received and 
the committee was continued. The printing of the report was re- 
ferred to the Secretary in consultation with the secretary of the Ameri- 
can Statistical Association. 

President Gardner announced the appointment of the following com- 
mittees : 

On Nominations: Messrs. Irving Fisher (chairman), M. B. Ham- 
mond, W. F. Willcox, W. E. Hotchkiss, T. N. Carver. 

On Resolutions: Messrs. M. H. Robinson, J. E. Le Rossignol, 
R. G. Blakey. 
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technical training are to be attracted to that service as affording an oppor- 
tunity for a professional career, and that the Secretary of the Association 
be instructed to place a copy of this resolution in the hands of the Congres- 
sional Joint Commission on Reclassification of Salaries. 

Roy G. Braxey, 

J. E. Le Rossienor, 

Maurice H. Rogtnson, Chairman. 


By vote, the report of the committee was approved, and the reso- 
lutions were adopted. 
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relative to the preservation, organization, and utilization of the material 
on price-fixing collected by various war boards and other organiza- 
tions.* 

Proposals looking toward the foundation of an Institute of Economic 
Research having been transmitted to the Association through Profes- 
sor Irving Fisher, the President was authorized to appoint a commit- 
tee of five to confer with Professor Fisher and with others interested 
in the matter, and to report at the annual meeting. The matter of the 
direction of graduate study toward the use of the price-fixing material 
mentioned above was also referred to this committee.® 

The President’s appointment of Dr. Victor S. Clark to represent 
the Association on a joint committee (including representatives of the 
American Historical Association and the American Political Science 
Association) on a National Hall of Records was approved. 

Last year, at the Richmond meeting, the Association had expressed 
a preference for Lexington, Kentucky, as the place of meeting for 
1919. Later, however, it was reported by President F. L. McVey of 
the University of Kentucky that by reason of alterations the hotel 
accommodations in Lexington were likely to be inadequate this year. 
The Executive Committe therefore decided that the annual meeting of 
the Association for 1919 should be held in Chicago. The program for 
the meeting was also discussed, as it was again later in the year at an 
informal conference brought together by President Gardner at the 
City Club, New York. 


At the suggestion of the Librarian of Congress, and with the ap- 
proval of the Executive Committee, we have contributed a set of our 
publications to the Library of the University of Louvain. 

On September 19, the President and Secretary attended, by invita- 
tion, a conference of representatives of American learned societies de- 
voted to humanistic studies, held at the building of the American 
Academy of Arts and Sciences in Boston. The other societies repre- 
sented were the American Philosophical Society, the American Acad- 
emy of Arts and Sciences, the American Antiquarian Society, the 
American Oriental Society, the American Philological Association, the 
Archeological Institute of America, the Modern Language Associa- 

4 Ibid., p. 352. Mr. Charles Moore, of the Division of Manuscripts of the 
Library of Congress, was appointed by President Gardner to represent the 
Association in this matter. 

5 The committee, later appointed by President Gardner, is as follows: E. D. 


Jones (chairman), A. A. Young, Irving Fisher, G. E. Barnett, and W. H. 
Hamilton. 


i 

vg 

id 

4 


232 ) ic Association 


tion of America rical Association, and the Ameri- 
can Philosophic he purpose of the conference was 
to discuss the | American societies with the re- 
cently-created | ternationale, an international or- 
ganization of lea 1 to humanistic studies, with its 
seat at Brussels 

At the Boston hown that the organization of the 
Union Académiq | Union of Academies) presup- 
posed the existe! f a single body or group authori- 
tatively repress stic studies. gut the United 
States has mer ig independent and voluntary so- 
cieties, each dev [It was found to be the opinion 
of those present rence that American learned so- 
cieties devoted t ould participate as a group in 
the Union Acad ments were made for the atten- 
dance of Ameri ber session. 

To secure this n, a constitution was framed for 
an American ( : ties Devoted to Humanistic 
Studies. The s the Boston conference, together 
with the America Association, the American Socio- 
logical Society, Society of International Law are 
invited to becon societies may be admitted by a 
three-fourths vi iety is represented upon the 
council by two « 1 contributes to its expenses (and 
those of the U? ial sum of not more than five 
cents for each ty The constitution goes into 
effect when ratifi he societies named. 
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Life members in December, 1918 
New life member in 1919 


Deaths of life members reported in 1919 
Honorary members 


Subscribers in December, 1918 
Subscribers discontinued in 
Subscribers changed to 


New subscribers in 1919 

Total members and subscribers in December, 1919...............4.. 2714 


From the names which we had to drop from our rolls, we must 
single out, for appropriate record, those of members whose deaths have 
been reported to the Secretary’s office during the year. 


ALLINSON, May LuNGER, Joun B. 

Braves, James B. McKuirrrick, RevBen 

Brown, RecGinacp L. Pace, Epwarp D. 

CarneGiE, ANpRreEw (Life Mem-  Paterave, R. H. I. (Life Mem- 
ber) ber) 

Cuen, W. K. DE Pena, CHARLES 

ALEX. RicHMonp, Stacy C. 

Dovetas, JAMES SeviemMan, Isaac N. (Life Mem- 

Estasrook, Henry D. ber) 

Fietp, E. B. STrantey, Francis E. (Life Mem- 

Firzpatrick, T. B. ber) 

Hitt, Frep B. Turtie, A. L. 

Horton, L. L. Water E. 

Kime, VirGit Wuirte, Bisnop 

Lomparopt, C. Wuirnack, R. C, 

Loos, Isaac A. Witson, ALEXANDER M. 


Despite our continued growth in membership, the Secretary has to 
report that for the first time since the annual dues were increased 
from three dollars to five, the accounts of the Association show a 
net deficit for the year. This deficit, amounting to nearly $1700, is 
to be contrasted with the annual surplus of about $500 normally ex- 
perienced in recent years. 


6 2130—2 life members counted as annual members in 1918. 
78742 life members counted as annual members in 1918. 
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REPORT OF THE TREASURER FOR THE YEAR ENDING 
DECEMBER 19, 1919 


The following is the usual annual summary of receipts and expendi- 
tures. It should be interpreted in the light of the income statement, 
showing accruals of income and outgo, presented in the report of the 
Auditing Committee. 


Casu Receipts Expenpirures 
Cash on hand December 19, 1918..............ccceceees $5,484.94 
Receipts 
Membership Dues $10,441.68 
Life Memberships 100.00 
Karelsen Prize Fund 1,500.00 
Reprints of 1918 paid in 1919................ 12.73 
Subscriptions 
Sales of Publications 
Interest 


15,707.70 
$21,192.64 
Expenditures 

Investment in 2 Victory Bonds $1,000.00 
Accounts of 1918 paid 1,702.26 
Expenses of Committees. 585.53 
Publications 

Review Printing (net) $3,138.82 

Review Editorial 2,731.50 

Review Expenses and Supplies.... 1,673.77 


$7,544.09 
Proceedings and Handbook 2,054.84 
Sundry Publication Expenses...... 106.15 


Secretary’s Office 
Office Salaries $1,989.43 
Traveling Expenses of Secretary.. 
Stationery and Printing 
Office Supplies 
Office Postage 
Telegraph and Telephone 
Express and Carting 
Miscellaneous Expenses 
Annual Meeting 


$16,277.02 
Cash on Hand, December 18, 1919 
Central Trust Co. 
Ithaca Trust Co. 
Tompkins County National Bank 
Checks not Deposited 
4,915.62 
———_———— $21, 192.64 


Respectfully submitted. 


Auttyn A. Youne, T'reasurer. 
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TING COMMITTEE 
N. Y., December 20, 1919. 
To the America 


An audit in d the Secretary-Treasurer of the 


December 18, 1919, has been 


nying statement of income and 


Association, for 
made by your < 


outgo, balance irges and credits to surplus, 
are in our opini fy that the ledger accounts are 
in full agreeme here presented. 


\ ery 
DoNaLp ENGLIsH, 
Aspott Payson UsHEr, 
Mes E. Boyt, 
Auditing Committee. 
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Liabilities 


C: d rship Dues Prepaid... $268.25 
Ce Membership .........+. 1,300.00 

M ulted Membership Dues 

| eivable ..... $500.00 

Investments: 1 Accounts Re- 
United Fruit ¢ Ass 50.00 
of 1923 


§50.00 
2d Liberty Loa Fun 


berty Loan.. 1,000.00 Fund Reserve......... 1,500.00 
I wer Loa 7,505.29 
Victory 

Membe hip D 
Accounts Receiva 

Paper Stock 

Furniture nd 
secretary 

$12,128.12 

Balance, De Cel Gh $8,914.75 

Miscellanes US POGITS—NOT 102.35 

Defaulted Membe1 ... $329.75 

Less Reserve 500.00 
170.25 
Uncollectible Aci $43.58 
Less Reserve 50.00 
— - 6.42 
$9,193.77 
Surplus, Decembet 


$7,505.29 
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Accounts 


| 
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Business Meetings 


Income SraTreMEeNT 
Ordinary Income 
Dues $10,743.68 
Less Defaulted2 136.50 


$10,607.18 
Interest 
$10,988.96 

Ordinary Outgo 

Office Salaries $1,989.43 

Traveling Expenses 78.00 

Stationery and Office Printing 232.99 

Postage 368.17 

Office Supplies 18.45 

Telephone and Telegraph 66.99 

Freight and Cartage 1.33 

Annual Meeting 246.02 

Miscellaneous 

Expenses of Committees............ $585.53 

Less Balance of Contribution 


3,049.23 


Excess of Ordinary Income $7,939.73 

Publication Outgo 

Editorial Salary 1,500.00 

Contributional 1,231.50 

Editorial Expenses and Supplies........... 1,673.77 

Proceedings and Handbook 2,419.37 

Sundry Expenses 

$11,975.33 
Storage Publications 
Insurance 


$12,196.29 
Publication Income 
Subscriptions $2,531.01 
Less Defaulted? 97.50 


$2,433.51 
Sales of Publications 


Excess of Publication Outgo 9,075.21 
Excess of Expense over Income $1,138.48 
Reserve for Defaulted Membership Dues... 


Reserve for Bad Accounts Receivable 


550.00 


Net Deficit for the Year $1,688.48 


2 Due from members for 1919 publications. 
3 Due from subscribers for 1918 publications. 
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REPORT OF 1 ITOR OF THE AMERICAN 
THE YEAR 


R, 1919 


The cost of ] onomic Review during the 
current year has f previous years. Exclusive 
of paper, the pri mpared with $2233.93 in 
1918. In 1918 large quantity of paper in 
advance of tl y le for the needs of 1919 and 
this stock has | rrent needs. The Treasurer 
advises me tha 1 against the Review for this 
item. This wi rinting for 1919, $5049.50. 
The total paper ) as compared with $904.75 
for 1918 

Additional inc Review is due to the advance 
in printing charg rices has been made by the 
Princeton Unive: I \ change in specifications 
was mad ver, was unsatisfactory 
to the Princeton rding to its representation 
there was still a ) was made in printing the 
September rarily extended the contract 
on cost-} t 


The volume f izes as compared with 984 


in 1917 and 906 items the cost has been as 


$1500.00 

1231.50 
ler) 1325.93 
Suppl ‘ 347.84 
5049.50 


$9454.77 

The average editi he past year has been $113. 
The following | Professor F. A, Fetter and 
Professor H. E. M this year; Professor G. E. 
Barnett and Dr. I 3 expire in 1920; and Pro- 
fessor A. E. Can Hotchkiss, whose terms ex- 
pire in 1921, 

There have been t which has coéperated in 
the abstracts of per or R. E. Heilman has re- 


n succeeded by Dr. 


signed the section 


» 
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Charles A. Morgan, of the Bureau of Standards, Washington. Pro- 
fessor E. L. Bogart, in the section of Economic History of the United 
States, is to be succeeded by Miss Amelia C. Ford, of Milwaukee- 
Downer College. Professor Allyn A. Young, in the section on Sta- 
tistics, will be succeeded by Professor Horace Secrist of Northwestern 
University. 

During the past year 126 persons have codperated in writing for 
the Review, including leading articles, communications, reviews, docu- 
ments, notes, and periodical abstracts. 

Appended are comparative tables showing the distribution of con- 
tents and costs by principal items, in continuation of tables previously 
given. 


Davis R. Dewey, Managing Editor. 


Tarte 1.—Paces Given ro Eacu Secrion 


Leading New books | Documents, | Periodical | Motes ‘t. | Totals 
| articles listed | repts.ete. | abstracts | — | diss. | Pe 


62 89 133 40 | 978 
101 110 1038 
104 141 167 | 43] 1078 
136 113 166 | 35 | 1030 
90 142 144 1003 
91 90 140 1024 
10 127 120 | 984 
112 99 | | 906 
154 103 95 | | 948 


Taste 2.—Numper or Irems Section 


Year 


| 
Leading Re- | New books | Document Periodical 


articles views 


listed notes abstracts 


1911 207 8! ¢ 1074 
1912 213 53 32 1727 
1913 2 198 1877 
1914 145 | 2021 
1915 135 2 : 1758 
1916 2 143 : ¢ 1586 
1917 100} 1441 
1918 : 64 | 1264 
1919 76 1295 


*Of which 85 were briefly reviewed. 


= 
1911 | 342 | 304 | ig 
1912 | 2991 | 298 | ; 
1913 | 347 | 268 
1914 $27 | | 
1915 | 314 | 257 : 
1916 | 388 256 | 
1917 | 378 192 | d 
1918 372 157 | 
i919 | 373 | 163 | | 
44 
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Leading 
Year articles 
1911 34.9 
1912 28.0 
19138 32.2 
1914 31.5 
1915 1.3 
1916 7.9 
1917 37.4 
1918 41.1 
1919 39.2 
Year Printing 
1911 $2495.18 
1912 3220.83 
1913 3328.01 
1914 3023.62 
1915 2834.91 
1916 3257.27 
1917 3762.31 
1918 3497.73 
1919 5049.50 


* Includes $136.15, 


issociation 


Eacu Secrion 


nt Periodical r Doct 
N 

t abstracts otes | diss 
13.4 40 | 8 

17.9 4.0 1.0 

15.5 4.0 7 

16.1 3.4 9 

14.4 4.2 LS 

13.7 4.5 1.2 

12.2 4.2 1.2 

11.0 4.6 1.7 

10.0 4.9 12 

lerical Supplies Totals 


$865.50 $413.51 $6730.59* 


794.89 292.68 | 6922.90 
983.09 325.10 7404.55 
1236.29 459.18 | 7531.34 
1171.87 286.86 | 7003.64 
1173.93 339.86 | 7694.06 
1151.30 326.01 8006.68 
1260.06 332.73 7793.73 
1325.93 347.84 | 9454.77 


REPORT OF THE COMMITTEE ON FOREIGN TRADE 


This, the second report of the Committee on Foreign Trade, will 
cover the effect of the war on the volume, direction, and the constituent 
commodities of international trade, and will attempt to analyze some 
of the conditions that affect the outlook. 


I. Tue Errects or THE War 


The war had a very profound effect upon the trade of the world. 
In belligerent countries normal production was curtailed and there- 
fore exports declined. The domestic production of commodities needed 
by the warring nations was insufficient and these had to be imported. 
The excess of imports was financed by shipments of gold, the sale of 
securities, and by borrowing. The trade currents prevailing before 
the war were upset. 

A. The Volume of Trade.—The countries at war greatly increased 
their exports in amount and to a less extent in tonnage. The countries 
on the American continent on the whole greatly increased their exports. 
Japan did likewise. The countries blockaded, Germany and Austria, 
experienced a tremendous decline in trade. The trade of Holland, 
Spain, and Russia declined as an incident to the blockade. Because 
of the long sea voyage involved and the shortage in shipping, the trade 
of British India, Australia, and South Africa also fell in volume. 

B. Commodities of Trade.—Because the belligerents of Europe 
needed enormous quantities of war materials and other goods for con- 
sumption, their imports of manufactures increased relatively and the 
imports of raw material decreased relatively. Western Europe was 
cut off from its sources of food supply in Russia and Southeastern 
Europe, and the entire burden of producing food for the Western Euro- 
pean countries was thrown upon the Americas. Australia and India 
were too far removed to permit the utilization of much needed tonnage 
for the long ocean trip. Because Germany was under blockade, the 
countries which she had supplied with chemicals, dye-stuffs, porcelain, 
machinery, electrical goods, toys, and specialties had to turn to other 
countries like Switzerland, the United States, and Japan for their 
supply. Trade in luxuries was much reduced. Japan, the United 
States, and in general the neutrals increased their imports of raw ma- 
terials and increased their exports of manufactured goods. 

There was an increased demand for commodities of all kinds from 
countries that were readily accessible to Europe, and they, therefore, 
suffered from a shortage of goods. On the other hand, the demand 
upon the countries far removed from Europe slackened so that there 
was a glut of goods, as of wheat in Australia, wool in New Zealand, 
and sugar in Java. 

C. Trade Currents.—The war resulted in the transfer of millions of 
men to France, where they had to be maintained under conditions 
which increased their consumption over that of peace. Shipping 
routes were therefore focused upon Western Europe and created a 
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replaced by direct trade. The international jobbing business has been 
reduced and in some lines eliminated. Countries were compelled to 
become self-sufficient. The old creditor nations, clustered in Europe, 
have become borrowers of widely scattered countries, as the United 
States, Japan, and Argentine, hitherto their debtors. The world has 
hastened toward a state of economic development which it might have 
taken generations to attain. The predominance of Europe in trade 
has declined, and new commercial spheres have become defined in 
America and in the Far East, centering about the United States and 
Japan. 

Agricultural countries and regions producing raw materials develop 
eventually into centers of industry and trade. The war hastened 
this process. It has hastened the growth of industrial self-sufficiency, 
the decentralization of trade, and the lessened dependence upon 
Europe of the rest of the world. The war has hastened the disinte- 
gration, not only of political imperialism, but of commercial imperial- 
ism as well. 

Decentralization is the prerequisite of federalism. In a more than 
superficial sense, therefore, the war has prepared the world for an 
inevitable league of nations of some sort. As the backward countries 
of the world become more industrialized, as the density of their popu- 
lation tends to increase by migration, the economic dominance of 
Europe will probably decline still further but the interdependence of 
the nations of the world will increase. The process of economic de- 
centralization will prepare for ultimate world federalism. More ex- 
tensive interdependence of the nations will vitalize a league of nations. 


II. Tue Ovrtook 1n INTERNATIONAL TRADE 


A. The Pre-war Balance of .Trade.—Before the war the countries 
of Europe, with the exception of Russia, had an excess of imports. On 
the other hand the countries of the American continent, with the ex- 
ception of Canada, and most of the partly developed countries such 
as British India and South Africa, had an excess of exports. 

The excess of imports of the European countries was paid for by 
services, such as shipping and banking, by interest on foreign invest- 
ments, by the expenditures of non-European tourists in Europe, and 
by the remittance of European nationals in foreign countries to their 
friends and families in Europe. 

B. The War-time Balance of Trade.—The countries of Europe, on 
the whole, increased their imports greatly. The non-European coun- 
tries on the other hand had a large excess of exports, particularly dur- 
ing the later years of the war. 

Europe paid for the increased excess of imports less by banking 
and shipping services, more by the shipment of gold, and the sale of 
securities, and most of all by loans. 

C. The Immediate Future.—1. Europe needs credit.—Europe in 
part is devastated and everywhere is short of goods. The war-ravaged 
countries need food and machinery. But even the neutrals need raw 
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herent in the act under which the War Finance Corporation operates 
is that while the country as a whole benefits by the export of goods, 
the burden of the present unusual risk is placed entirely upon the ex- 
porter. Nevertheless, the facilities of the Corporation are being 
utilized. 

c. Private means.—The financing of foreign trade by the govern- 
ment may lead to further inflation. The financing of exports through 
private channels can be accomplished only through savings, past or 
present. The alternatives of war financing, namely, inflation versus 
savings, face us again during the transition. Possibly the gravity of 
the after-war stiuation may compel a compromise as in war time be- 
tween these two methods of financing. 

At present Europe is being financed by private income. Private aid 
is being extended to individual enterprises, whose conditions meet the 
credit standards of bankers. The methods of private long-term finance 
are various. Either Europe’s holdings of neutral securities might be 
liquidated in the United States or else a foreign importer, if his credit 
is good, might float a loan here. 

The member banks of the Federal Reserve system have been per- 
mitted to invest 5 per cent of their capital and surplus in subsidiary 
corporations engaged in the financing of foreign trade. The Edge 
Law authorizes the establishment and the incorporation under fed- 
eral charter of companies to engage in international financial opera- 
tions under the supervision of the Federal Reserve Board. 

Furthermore, investment trusts might be established. These insti- 
tutions would invest in foreign securities and issue their own obliga- 
tions against their holdings, which might be either government bonds, 
industrials of the borrowing country, or the pledged securities of a 
third country or of its industries. 

Finally, the listing on the stock exchange in the United States of 
outstanding foreign securities, under proper restrictions and with 
adequate safeguards of the American investors, would help greatly in 
accelerating the flow of trade. 

d. The essentials of an acceptable foreign security—If advances 
are to be made to countries fiscally weak, or to industries already under 
heavy taxation charges, a priority of lien will be needed to assure the 
safety of interest and principal of the new loan as compared with the 
old ones. If new loans to weak countries are to be junior liens, funds 
for Europe will be difficult to obtain. Just as a private company that 
has good prospects may secure credit through the issue of receiver’s 
certificates, so the weak European countries will have to give pri- 
ority of lien of principal and interest of new money as against old 
loans. 

The rate of interest on loans to foreign governments or industrials 
will have to be competitive with domestic rates. The marketability of 
securities based on foreign loans depends upon suitable publicity, and 
whether or not the public will avoid waste and gather funds for invest- 
ment, and whether or not they are favorably disposed toward the in- 
vestments from the viewpoint of safety and adequacy of return. 
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financed in the same way. Loans by us would make possible a continu- 
ation of our exports until the productive capacity of Europe is restored 
sufficiently to permit the resumption of exports by Europe. The 
annual investment of a sum equal to our excess of imports and the re- 
investment of the interest on loans, both outstanding and to be placed, 
would, if compounded, reach a huge figure in a generation. Our bal- 
ance of trade would thereafter probably be an excess of imports. 

In the present unsettled state of Europe there are many factors 
which would qualify these conclusions. If Europe falls into chaos, 
exports from the United States will be greatly reduced. If the prin- 
cipal and interest of our present loans is thus wiped out, the conditions 
which would call for an ultimate excess of imports will cease to exist. 


Davin Frinay, Jason A. NEILSON, 

Westey Frost, J. Russert Smiru, 

A. Barton HEpsBurn, O. M. W. Spraave, 

Puitup B. KeENnNepy, F. W. Tavssie, 

Tuomas W. Lamont, Evisua M. FriepmMan, Chairman. 


December 9, 1919. 
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named field. This Committee, therefore, attempts only a summary 
of principles and suggestions. 

Coérdination in taxation means in this country, first of all, that 
federal, state, and local taxation should be related one to the other in 
practical systematization. It does not deal primarily with the merits 
of taxes, but chiefly with their relations one to another, whether these 
relations be of segregation or of concurrent jurisdiction. The first 
requisite for systematic taxation is a national budget and state and 
local budgets in which the needs of each taxing jurisdiction are clearly 
predetermined, that taxes may thus properly be determined and 
collected. 

In relation to federal, state, and local taxes, there are three alterna- 
tives: 

1. A unified system in which the subjects of taxation and the ma- 
chinery of collection are the same, with allotment of the results to 
the several taxing divisions,—a system used by many of our states to 
cover state and local taxation, and used in some foreign countries to 
cover both national and local taxation, the rate being determined by 
the aggregated needs of the divisions participating. 

2. A coérdinated system under which: (1) certain subjects of 
taxation are alloted to one and certain others to another taxing di- 
vision, e.g. in this country to the extent that imports are exclusively a 
national and land exclusively a state and local field of taxation, while 
local licenses are exclusively a source of local revenue; or (2) con- 
current jurisdiction is arranged in the levying or collection of taxes in 
specified fields, e.g. inheritance taxes as between the nation and the 
states, and land taxes as between the state and its subdivisions. 

8. A lack of system under which there is neither unification nor co- 
ordination but cris-cross confusion, as illustrated in this country by the 
separate levy of income taxes by the federal government and in cer- 
tain states on different basis and in differing proportions. 

In the consideration of national, state, and local taxes there are 
two principles which must be taken into consideration though they 
may not always coincide. The first is the equitable consideration, 
which requires that each unit of government—federal, state, or local— 
should draw its revenue from those sources appropriate to it, i.e. from 
those economic activities over which it has regular control or those to 
which it gives economic support. The second is the practical consid- 
eration which may often assign to the larger governmental unit taxes 
which, on the grounds of equity or law, could more logically be as- 
signed to the smaller units. These considerations must be balanced, 
one with the other, through our schemes of taxation. In short, in 
seeking to obtain the revenue needed for our federal, state, or local 
government in the simplest, most efficient, and least objectionable way, 
we must make sure that economic laws and general principles are ap- 
plied in such wise as may best fit in with our political and social order 
and the habits and thought of our people. 

Coérdination in taxation deals, also, with interstate taxation, i.e. in 
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federal ordinary receipts of $5,145,882,546, to which were added the 
receipts from the numberless sources specified in the war revenue 
legislation of 1917-18, chiefly of excise character. Excise taxes, de- 
fined by Webster as primarily ‘‘an inland duty or impost operating as 
an indirect tax on the consumer, levied upon certain specified articles, 
grown or manufactured, in the country,” though possibly inclusive also 
of taxes “upon licenses to pursue certain trades and deal in certain 
commodities” as well as “certain direct taxes,” have been levied by the 
federal government chiefly in this primary sense upon manufacture or 
growth of spirits and liquors, tobacco, and oleomargarine. Such taxes 
are desirably federal rather than state or local, as otherwise the manu- 
facture of spirits or liquors and growth of tobacco would be driven or 
induced from one state to another by state taxes varying in different 
states, and possibly varying in the same state, from year to year, as 
an inducement to the immigration of such industries from other states. 
In any proper system of codrdination of taxes, excise taxes at the 
process of growth or primary manufacture should be confined to fed- 
eral use, for the reason stated; while, if utilized for state and local 
purposes, they should be confined to distribution or consumption of such 
commodities, as in the excise taxes on liquors, which, previous to prohi- 
bition, constituted so large a portion of the revenue of New York. 
Income taxes, forbidden to the federal government by the original 
Constitution, as above quoted, became a possible source of national 
revenue on the adoption in 1913 of the 16th Amendment, providing 
that “the Congress shall have power to lay and collect taxes on in- 
comes, from whatever source derived, without apportionment among 
the several states, and without regard to any census or enumeration.” 
Taxes on personal incomes were first levied by the federal govern- 
ment within the year 1913, to the extent of $28,253,535. In the year 
1917, personal income and profit taxes reached $675,249,450; part- 
nership taxes, $103,887,984; corporation income taxes, $503,698,029; 
and corporation excess profits taxes, $1,638,747,740; aggregating for 
income and excess profits taxes $2,921,583,203, and the Treasury re- 
turns for the succeeding years, closely estimated, but not yet officially 
verified are, for 1918, individual income taxes, $1,432,000,000; cor- 
poration income taxes, $775,000,000; and excess profits taxes, $2,500,- 
000,000, in a total of $4,707,000,000; and, for 1919, individual in- 
come taxes, $1,290,000,000; corporation income taxes, $510,000,000; 
and excess profits taxes, $1,250,000,000, in a total of $3,050,000,000. 
The federal income tax system, under the present law, lacks coérdi- 
nation within itself, for it treats partnerships and corporations doing 
similar and competitive business on absolutely different bases, so that 
under some circumstances, partnerships, and under others, corpora- 
tions, are advantaged or disadvantaged, respectively. Also, corpora- 
tions are subjected to the excess profits tax, as a complement to the 
income tax, to an amount reaching in some cases as high as 811% per 
cent of returns in the highest zone. It has been proposed (by Pro- 
fessor T. S. Adams) that the excess profits tax should take the form 
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6 per cent on a taxable income of 12 per cent or more. This feature 
had precedent in a Georgia law of 1863 and in a Swedish law of 1910. 
The original law included under income the rental value of the house 
of an owner-occupier. An attempt at repeal was made a party issue, 
Republicans for the law, Democrats for repeal, in 1912, but the at- 
tack failed, although the state presidential vote was Democratic. 

The law has been amended in the successive legislatures of 1913, 
1915, 1917, and 1919 in many respects. Corporation taxes were 
changed in 1913, and now run from 2 per cent on the first $1000 up 
to $7000, where the rate is 6 per cent on the seventh $1000 and over. 
By an amendment of 1917 the rental value of the house of an owner- 
occupier was no longer counted as income. 

The system avoids double taxation of personal property by permit- 
ting tax receipts for such to be used as offset or cash in payment of 
income taxes. The non-resident is taxed on income from property 
located and business transacted in the state. This includes income 
from rentals and royalties, but does not include income from intangi- 
ble property or from personal services. The tax on corporations doing 
interstate business is based on the proportion of income earned within 
the state to the plant or property and total business within the state. 
This seemingly complicated plan has proved workable, because it is 
administered by special officials through the state directly under con- 
trol of the state tax commission, and it has resulted in a revenue greatly 
above that from personal property previously taxed, reaching in the 
first year $3,482,145, or, less offset, $1,631,413 cash, and climbing 
steadily up to $9,482,595, or, less offset, $6,161,067 in 1917 and 
$11,830,142 in 1918, further figures being yet unavailable. Of the 
total returns, 10 per cent is withheld by the state to cover adminis- 
trative costs, 20 per cent goes to counties and 70 per cent to towns, 
thus coérdinating state and local taxation. This proportion was found 
to give certain towns an undue and unnecessary amount, and an 
amendment provided that in such cases the surplus should be redis- 
tributed on the basis of school population. The state provides sepa- 
rate blanks for the several classes of taxpayers, of course not related 
with the federal blanks later in force. 

Oklahoma passed in 1915 a law modeled on the Wisconsin law, but 
since much amended. 

Missouri in 1917 adopted a general income tax on individuals and 
corporations, with a personal exemption of $3000, or $4000 for hus- 
band and wife, at the rate of 14 of 1 per cent, basing the method on the 
federal form, and thus setting to other states an example of coérdi- 
nation with federal methods. 

Massachusetts, in 1916, replaced that part of its general property 
tax covering intangibles by an income tax on incomes from intangible 
property, retaining the tax on professional and like incomes, which 
had been in vogue for nearly three centuries, and also including a tax 
of 3 per cent on sales of intangible property, leaving the property tax 
upon tangible property. The federal tax return is available to some 
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tax. This should involve coérdination, first, between the federal and 
state governments, and secondly, between the several states. The fed- 
eral basis and schedule should be so simplified as to avoid the enor- 
mous and wasteful expense both on individuals and business corpora- 
tions and on the federal government in connection with accounting and 
auditing, and these should be adopted by the several states as the foun- 
dation of any state method of taxing personal income. The aggregate 
should not be so high as to make the taxes excessive. Unless a useful 
method and rate are adopted by the several states, this form of taxes 
peculiarly invites change of residence from one state to another, even 
if the New York device as to non-residents proves workable. It would 
seem that if states impose an income tax, the basis of the tax should 
be as nearly as practicable the same as that employed by the federal 
government. In the case of persons receiving all their income from 
sources within their own state, the statement made to the state might 
be the same as the statement made to the United States. When part 
of the income is derived from two or more states, the simplest possible 
basis of apportionment should be adopted, so that the statement of 
total income may be the same for the states as for the nation, making 
the two returns identical, except that the tax to be paid to the state 
would be reduced in accordance with the method of apportionment 
adopted. In any event, the returns to federal and state authorities 
should be accessible to the taxing officers of both jurisdictions. 
Corporation taxes are the most pressing and perplexing problem in 
our taxation, for the reasons that so vast a proportion of our business 
is done by corporations; that they may be taxed in the state of incor- 
poration or nominal place of business, at the actual chief office else- 
where, in the state or states in which manufacturing plants are situ- 
ated, and in the states in which business is done and income earned; 
that they afford no simple starting point for taxing, as in personal 
income; that their capitalization bears no necessary relation to their 
property, output or income; that the property at the base of their busi- 
ness may be intangibles, as newspapers, copyrights, patents, etc., as 
well as physical plant; that the practice in the several states and 
within states is confusing to the uttermost; and that the methods of 
taxation are multiform. Corporation taxes may be in the shape of 
licenses, or franchise tax, organization tax, stock transfer tax, tax on 
capital, on gross receipts or net income or dividends, or ad valorem on 
plant or value of property productive of income. Some of the states, 
notably Maine, Delaware, and formerly New Jersey, have made or- 
ganization easy and loose, that revenue may later be squeezed from 
corporations, and the squeezing of corporations has been a favorite 
pastime of legislatures. No tax founded on nominal capitalization is 
just, because some corporations of long standing have held to their 
small original capitalization and saved earnings to add to actual capi- 
tal till the original may be increased many fold, while in others the 
capitalization is largely water, and in some cases stock has no nominal 
par value, but represents a fractional part of the total value of the 
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Inheritance taxes had not been levied, except at the time of the 
Spanish-American war, by the national government previous to the law 
of 1916, which has been amended in successive years. These laws have 
levied a tax rising from 1 per cent to 2 per cent, and again dropping 
to 1 per cent, on estates not exceeding $50,000, and taxed the excess 
without regard to consanguinity, from 2 per cent on excess above $50,- 
000 to 25 per cent on excess above $10,000,000, producing in the year 
1919 $82,029,983 of revenue. Inheritance taxes had for many years 
been levied by most of the states, five southern states excepted, vary- 
ing in proportion to estate values and to degrees of consanguinity. The 
older eastern states are simple and conservative in these taxes, bequests 
in New York to lineals being taxed above $10,000, from 1 per cent on 
$25,000, up to 4 per cent above $100,000; to near collaterals, beyond 
$500, 2 per cent on $25,000, up to 5 per cent above $100,000; to others 
more remote, above $500, 5 per cent on $25,000, up to 8 per cent above 
$100,000. California, at the other extreme, developed a complicated 
and very high levy, bequests to lineals beyond $24,000 exemption to 
widow or minor child, or $10,000 to others, being taxed from 1 per 
cent until $25,000, up to 15 per cent above $1,000,000; to near col- 
laterals, above $2,000, from 3 per cent until $25,000, up to 25 per cent 
above $1,000,000; to farther collaterals above $1,000, from 4 per cent 
until $25,000 up to 30 per cent above $1,000,000; to more remote 
beneficiaries above $500, from 5 per cent until $25,000, up to 30 
per cent above $500,000. Wisconsin pursues a middle course, taxing 
bequests, with the exemption varying from $10,000 for widows to $100 
for strangers, to lineals, 1 per cent; to near collaterals, 114 per cent; 
farther collaterals, 3 per cent; more remote of kin, 4 per cent; other 
beneficiaries, 5 per cent until $25,000, these rates being multiplied from 
14 times up to 3 times on estates above $5,000,000. 

The remarks regarding income taxes are in large measure applicable 
to inheritance taxes, although there is less likelihood that a citizen 
will change his residence because of excessive inheritance taxes. Never- 
theless, evidence is not lacking that this effect is produced. Great 
fortunes are not usually rolled up until the later years of life, when 
death is more in sight, and the exodus of California millionaires to 
eastern residence may partly result from the very high inheritance 
taxes of that state. While in one sense the inheritance tax is prefer- 
ably federal, in that uniformity throughout the states is desirable, 
there is no substantial reason against its use by the states, and a com- 
promise plan by which the federal tax would be limited to fortunes 
above $50,000 seems not an unreasonable compromise. However de- 
sirable on general principles, a single levy is preferable from a single 
source. Another plan proposed is federal taxation solely, with return 
of receipts in proportion to the several states, on an equitable basis, 
which would avoid the most serious evil of the present method by which 
inheritances may be taxed in multiple by two or more states. Another 
possible compromise is that the federal inheritance tax should be 
limited to intangibles, while the several states would levy such tax 
upon realty and other tangibles in situ within the state. On the other 
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either at the same rates or at different rates, and by a personal in- 
come tax on incomes from intangibles and other sources—the first 
named tax exclusively for state and local purposes, the second dividing 
the field between the federal and state governments, preferably in 
such coérdination as permits federal returns to be used as the basis 
of state taxation, without duplication of entry and return on the part 
of the taxpayer. 

With respect to coérdination of taxation within a state, the report 
of the Committee on a Model System of State and Local Taxation, 
of which Professor Charles J. Bullock of Harvard is chairman, pre- 
sented to and approved by the National Tax Association at its meet- 
ing in November, 1918, presents a scheme well worthy of considera- 
tion. This proposes to recognize the threefold possibilities of tax 
levied, i.e. (1) at residence or domicile, (2) in situ or actual location, 
and (3) place of earning, by a threefold system, including (1) a per- 
sonal income tax on all individual income levied at the taxpayer's resi- 
dence, (2) a property tax on realty and other tangibles in situ, and 
(3) a tax on business or professional net earnings at the place where 
the business is located and the income earned. It is set forth that in 
this triple system each method of taxation would complement and cure 
defects in the other. In reply to the criticism that income from land 
and from a business or profession is again taxed to the individual as 
personal income, thus involving double taxation—which the Wisconsin 
law avoids by permitting taxes on personal property to be offset 
against the personal income tax—it is argued that this is not double 
taxation in the sense of being inequitable taxation, but simply obvi- 
ales the need of a higher personal income tax, which would otherwise 
be required. The tax on business or profession, at the place of earn- 
ing, covering alike individuals, firms and corporations, if adopted gen- 
erally, would solve the question paramount in New York of obtaining 
from suburbanites residing in other states reasonable compensation 
for the facilities of earning, possible only in New York City, without 
the complication of deductions dependent upon taxation in other states, 
which the present New York tax law involves. The general scheme 
permits differentiation of rates in respect to land, improvements, and 
movable tangibles, or the omission of any tax on tangible personal 
property; also, the omission of the business or profession tax, espe- 
cially in states which do not wish to tax non-residents. It may be 
added that the right of a state to tax non-residents with discrimina- 
tion against them now waits decision by the United States Supreme 
Court in the case of the Yale & Towne Manufacturing Co. 

Poll taxes are theoretically useful, not as a means of revenue, but 
because they identify even the humblest person, who pays no other di- 
rect taxes, with the operation of governments. But in practice they 
have been so subject to abuse that they have rightly fallen into disuse. 
They have, in fact, been made the indirect means of purchasing votes, 
by the practice of political parties to pay the poll tax for an indi- 
vidual vote, especially where such payment is a condition prerequisite 
to the right to the vote. 
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is recognized that a chief need of the nation and of all localities is a 
thorough system of good roads, towards which this form of road 
licenses would be a direct help. 


SuMMARY 


The Committee on Coérdination in Taxation accordingly suggests 
the following as desiderata for wise coérdination of taxes: 

1. Budgets: National, state, and local budgets, with flexible and 
carefully safeguarded provision for contingencies, as a prime requisite 
for coérdinated taxation. 

2. Federal Tazes: In addition to (1) import or customs taxes re- 
served to the federal government and excise taxes of large return 
levied on the growth or manufacture of luxury products produced 
throughout the country, (2) a simplified form of progressive income 
tax levied on natural, if not on legal persons, and a graded business 
or corporation tax levied on corporations and other business concerns 
on profits, possibly with exemption of a normal per cent reckoned on 
the plant or property producing such profits, or on gross earnings or 
on dividends, in no case to exceed 50 per cent in the highest zone of 
either tax, as the preferable taxation in time of peace, omitting minor 
taxes of annoyance to individual taxpayers within adequate return to 
the government, levied under war conditions on the theory of finding 
every possible source of revenue. Possibly, also, inheritance taxes, on 
a flat basis, leaving graded taxes to state governments as now, or on 
a graded basis at least on intangibles, with partition of returns with 
the states, perhaps leaving to the states inheritance taxes on land and 
other tangibles, to be taxed in situ. Also, license fees for callings and 
transport agencies in national or interstate relations. 

8. State Taxes: A tax system avoiding cross-taxation between the 
states on the lines of that recommended by the Committee of the Na- 
tional Tax Association on a Model System of State and Local Taxa- 
tion, i.e.: (1) A classified property tax: on land, with or without a 
tax on other tangibles in situ, possibly with separate assessment of 
land and improvements, as well as movable tangibles, at different rates, 
as the basic revenue of the state, with the addition of local rates for 
local units; (2) A business or profession tax: on earnings within the 
state, also subject to local adjustment; (3) A general income tax: on 
residents at their place of residence, covering all sources of income— 
either additional and complementary to the other taxes, or made high 
enough to permit offset of the property and business taxes by deduc- 
tion of their amounts—conforming as closely as practicable to the fed- 
eral methods, and preferably a supertax imposed on the federal in- 
come tax. Possibly, also, inheritance taxes in coérdination with fed- 
eral inheritance taxes, if these be continued, and excluding tangible 
property elsewhere than in the state of residence; otherwise, on a 
graded basis and levied on residents to cover intangibles and tangible 
property within the state of residence. Also, license fees for pro- 
fessions or callings relating to public health or state jurisdiction and 
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December 29, 1! 
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REPORT OF COMMITTEE ON UTILIZATION OF MATERIAL 
IN THE DRAFT QUESTIONNAIRES 


Your Committee appointed to report on the utilization of material in 
the draft questionnaires has not confined its inquiries to the draft 
questionnaire files, but has taken into account as well other question- 
naire and record material of economic significance now in the custody 
of different government offices. 

In the mass, this material undoubtedly constitutes an original record 
of economic conditions and phenomena during the war of permanent 
value, provided it can be located, preserved, indexed, arranged, and 
made accessible. 

As regards effective utilization of this material by students in the 
future, the immediate problem is clearly one of determining the char- 
acter of the material and its physical disposition. This work of lo- 
cating and indexing questionnaire files and other war record files, your 
Committee believes must be done by a government agency, and it be- 
lieves that the agency which may most properly undertake the work 
is the Council of National Defense, which has already taken over into 
its custody the valuable files of the War Industries Board. 

Your Committee would call attention to the fact that these files of 
questionnaires and records represent the activities of economic and 
statistic services which were built up as temporary emergency war 
services and which have been very largely demobilized during the past 
year. In some cases the custody of these files now devolves upon tem- 
porary skeleton organizations and in other cases has been transferred 
to one or another permanent government office—the Fuel Adminis- 
tration records, for example, to the Bureau of Mines, and the War 
Trade Board questionnaires, in part, to the Foreign Trade Adviser in 
the State Department. The War Labor Board decisions are in the 
custody of the Department of Labor. The Food Administration files 
will probably be turned over to the Department of Agriculture. 

The present disposition of some of these files is indicated in the 
statements appended to this report, which have been prepared by the 
custodian of records of the Council of National Defense and, as re- 
gards the draft questionnaires and army records, by the Chief Statisti- 
cal Officer of the Statistics Branch of the General Staff. 

This accumulation of material, which exists now largely in a raw 
state under rather uncertain, provisional, and precarious custody, pre- 
sents a broad field for research, and your Committee is of the opinion 
that it is of vital importance that the records of our economic mobili- 
zation for war and of the economic phenomena of war shall be sur- 
veyed, indexed, and arranged, so as to be made available for utiliza- 
tion by students who may in the future undertake special lines of 
research. 

Among the files to be brought under such survey are those of such 
agencies as the Council of National Defense, the War Industries 
Board, the War Labor Board, the Industrial Relations Section of the 
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repose in the Food Administration Building. The Fuel Administration files 
are deposited, pursuant to Executive Order, in the Bureau of Mines. The 
files of the Committee on Public Information are deposited with the Council 
of National Defense. 

On July 22, 1919, the files of the War Industries Board were transferred by 
Executive Order to the Council of National Defense. At the time of transfer 
these files were contained in 435 steel file cabinets. The War Industries 
Board comprised some eighty odd units or sections, which may be grouped 
roughly as regulating distribution, prices, as pertaining to production of 
certain finished products and to production of certain raw materials, respec- 
tively. 

Distribution was regulated by priority, clearance, and allocation. There are 
some 205,000 priority certificates and applications on file, which in them- 
selves represent a large body of information concerning industrial plant 
capacity, etc. In 1916 and again in 1918 an industrial inventory was made 
of plants having a specified producing equipment. Some 30,000 of these in- 
ventories are on file. 

The material concerning prices and price fixing represents probably the 
largest body of similar material in this country. In addition to the original 
material used in compiling the well-known fifty-seven Price Bulletins, there is 
a large quantity of original material collected by the Price Fixing Commit- 
tee relating largely to costs. The Minutes of the Price Fixing Committee and 
its conferences with the trade constitute valuable economic source material; 
of the conferences, 146 were held between March 15 and December 12, 1918. 

Both the finished products and the raw materials over which the War In- 
dustries Board had jurisdiction were chiefly those vital to war needs. Many 
weekly and monthly reports were exacted from the trade by the Board, by 
means of which its policy of distribution was determined. In addition to 
these regular reports a large number of questionnaires were sent out. These 
concerned production, capacity, conversion, and standardization. Four hun- 
dred and three different questionnaires have so far been recovered from the 
files, sorted, arranged, and indexed. 
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Some 23,000,000 men were registered for the draft. Of these apparently 
some 10 or 12 million made out the questionnaires, which gave many details 
in regard to their residence, place of birth, race, citizenship, education, trade 
skill, ete. Some studies of the data contained in these questionnaries were 
made by the Office of the Provost Marshal General and the results are found 
in the published reports of that officer. These studies related only to the 
records of the men who were called to service and were not at all complete 
even for this class. Furthermore, many interesting inquiries which apparently 
could be answered from the data embodied in the questionnaires had never 
been undertaken. These questionnaires, together with the registration cards 
and other records of the draft are stored in the Washington Barracks, this 
city. There is at present no plan for making any further statistical study of 
this enormous mass of material. 

In the files of the Adjutant General in this city are various records con- 
sisting principally of qualification cards and service records of men who 
served during the war There are also the records accumulated by the Ad- 
jutant General’s Office of the A. E. F., containing information in regard to the 
service of the men who went overseas. The number of men dealt with in 
these records is in the neighborhood of four million and the number of indi- 
vidual cards or service records is several times four million. The reduction 
to usable statistical form of the data contained in these records may seem 
perhaps to be a matter chiefly of interest to the War Department rather than 
to the general public. Nevertheless, there is evident a great deal of interest on 


the part of the general public in questions relating to the composition of the 
war army. 
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REPORT OF THE JOINT CENSUS ADVISORY COMMITTEE 
OF THE AMERICAN STATISTICAL AND AMERI- 
CAN ECONOMIC ASSOCIATIONS 


In the autumn of 1918 it was brought to the attention of the Secre- 
tary of Commerce that events of the past few years had not tended 
to increase the confidence existing between the Bureau of the Census 
and the American Statistical Association and the American Economic 
Association, the two scientific organizations most directly interested 
in the Census Bureau and its product, but that these associations had 
in fact been inclined to adopt a critical attitude toward the Bureau. 
Accordingly, in order to restore confidence and increase coéperation 
and efficiency, the Secretary of Commerce, with the cordial assistance 
and approval of the Director of the Census, on November 18, 1918, 
addressed an identical letter to Dr. Wesley C. Mitchell, President of 
the American Statistical Association, and Professor Irving Fisher, 
President of the American Economic Association. This letter was as 
follows: 

November 18, 1918. 
My dear Sir: 

As you are doubtless aware a Bill authorizing the Fourteenth Census to be 
taken as of the year 1920 has passed the House of Representatives and is 
pending in the Senate. We have sufficient confidence in its probable passage 
in substantially its existing form to warrant our addressing you on behalf 
of the Bureau of the Census and of the Department of Commerce as below. 

It is the earnest desire of the Director of the Census that the Fourteenth 
Census shall mark a definite advance in quality, promptness, and in the effec- 
tiveness of the work done. The legislation has, therefore, been drawn after 
careful study of the previous legislation, after conference with those who have 
taken part in earlier work of the kind and with the approval of the Civil 
Service Commission in the portions which fall under the purview of that body. 

The step we now desire to take is to tie up the work of this census to the 
best scientific thought and practice as represented through your Association 
and the American Economic Association. Consequently this letter is ad- 
dressed to you and a letter of like tenor and date is sent to Prof. Irving 
Fisher, President of the American Economic Association, to request that 
you appoint a committee of your body to be advisory to the Director of the 
Census and the Department of Commerce in connection with the work of the 
Fourteenth Census. We suggest for your consideration a committee of three 
but are not particular as to the exact number save that it should be of such 
moderate size as to be efficient in its work. 

We should deem it a pleasure, were such a committee appointed, to have 
it confer with the Director of the Census both before and during the work 
of the census itself, and careful consideration will be gladly given to the sug- 
gestions such a committee might think well to make. 

Awaiting what I trust will be a favorable reply, I am, 

Yours very truly, 
C, 
Secretary. 


Upon receipt of this letter by the officers of the two associations it 
was at once recognized that this joint committee might be of much 
practical assistance to the bureau in confronting the great task of or- 
ganizing and taking the Fourteenth Census. It was also believed that 
in the event of successful coéperation the example and precedent of 
an effective advisory committee would be likely to prove of great im- 
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covered two days, so that from the organization of the joint com- 
mittee up to the date of the preparation of this report, the committee 
has devoted fourteen working days to its task. It has been customary 
to hold morning and afternoon sessions on each of the two days of the 
meetings and on an average twelve hours have been spent at cach meet- 
ing. The meetings have been faithfully attended; at all of them at 
least five members were present, and at three the entire membership 
have been in attendance. This record of attendance was accomplished 
oftentimes at great personal inconvenience. 

Believing that systematic conduct of committee affairs was one es- 
sential to success, the committee requested the director to assign an 
expert statistical clerk familiar with census operations and publications 
to act as secretary. This was promptly done, and Miss Mary F. 
Griffin, an editorial expert of the Division of Revision and Results, 
was assigned to this service. Miss Griffin has had charge of the 
preparation of proceedings and various memoranda and of much of the 
committee’s correspondence. 

In general the opening session of each meeting of the joint com- 
mittee has been occupied with conferences with the director, statisti- 
cians, and other officials concerned with such subjects as were under 
consideration. These conferences have been followed by general dis- 
cussion leading to the adoption of recommendations to the Bureau, 
which after the close of the meeting were transmitted to the director. 


Scope or THE ComMMITTEE WorkK 


The early meetings of the committee naturally were occupied largely 
with conferences with the director or bureau officials concerning plans, 
scope of the coming enumeration, and problems of administration. 
While the committee was eager to aid in any manner, in searching for 
the opportunity for greatest usefulness, it took the position that ad- 
ministrative details and policies were the concern less of the com- 
mittee than the statistical product itself—especially the method of 
presentation and manner of distribution. Obviously, the former task 
is distinctly that of the officials in charge, for which they are responsi- 
ble to the President and Congress. Hence after the earlier meetings 
the committee gave consideration to the administrative side of the 
office only to the extent of assuring itself that the work was proceeding 
in such a way that the product would not be impaired. Some con- 
sideration was given (at the director’s suggestion) to the problem of 
securing a suitable card punch, but the committee’s advice was not 
accepted. It became increasingly evident that in a careful, well worked 
out plan of form and content of census published results lay the prin- 
cipal possibilities of committee service. Other recommendations in 
considerable numbers were made and it is hoped were useful, but in 
submitting those relating to form and content the committee believes 
that it has been able to aid the bureau to effect real reforms. 
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at the end of the nted in the Publications of the 
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mendations 30 and 32) of omitting from the main reports practically 
all text and publishing the tables as promptly as practicable. It was 
urged by the committee that whatever value the text prepared to ac- 
company tables may possess—and such text is, if rapidly prepared, 
usually a mere repetition of figures and therefore colorless—it was 
outweighed by the delay occasioned in preparation and in the proof 
reading and printing. Thus the committee recommended the radical 
change of policy shown above, according to which the tables should be 
published as promptly as possible by themselves and should be followed 
by a series of special reports upon subjects derived from census re- 
turns that were most likely to be of practical importance to the Ameri- 
can people, prepared under the supervision of the most competent ex- 
perts obtainable. Further pursuing this subject, the committee recom- 
mended a tentative list of subjects (as given in Recommendation No. 
39) and in response to the request of the director indicated a number 
of workers in statistics who would be competent to handle such reports. 
In the opinion of the committee the creation of this advisory body 
has been amply justified should nothing else result from their labor 
than the carrying out of this carefully studied and fully worked out 
plan of publication and separation of census reports. Too much em- 
phasis cannot be laid upon the defects which characterized previous 
policies of the bureau in these particulars. Much of the adverse criti- 
cism of the census has been due to such defects. A policy of publishing 
tables promptly, which means publishing results of the census at the 
earliest possible moment, and following these by a series of effective 
monographs, also published promptly, analyzing the more important 
census results in such a way as to make them intelligible and helpful 
to the largest number of people, would not only afford an effective sub- 
stitute for a mass of unimportant text repetition of figures, misnamed 
interpretative, but would mark a great step in advance in the scientific 
treatment of census results. The attention of the two associations is 
especially invited by the joint committee to Recommendation 39, 
made at the last meeting of the committee and to the list of topics 
suggested to the Director of the Census as peculiarly timely or im- 
portant. The recommendation and list are as follows: 
39. The Committee desires to express gratification at the Director’s approval 
of Recommendation 30, sections 3 to 6, advising that the Bureau should at 
once establish a policy of issuing special studies or monographs upon selected 
census topics of vital importance to the nation. It is increasingly of the con- 
viction that these special studies are urgently needed to interpret the changes 
recorded in statistics of this disturbed period. The Committee further recom- 
mends that, as suggested by the Director, experts properly qualified to take 
up this important work under the supervision of Dr. Hill be secured at once. 
If called upon to do so, the Committee would be glad to coéperate by naming 
persons qualified to render such expert assistance. 
As a tentative and partial list of subjects appropriate for such special 
studies, the Committee suggests the following titles: 
a. Shifting of population since 1910 between sections of the country and 
between city and country. 
b. The growth of cities. 
ce. The American family. 
d. Foreign born population. 
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€ Native popu 
f. School atten 
g. Child labor 


h. Farm tenure, | land values. 

i. Total and av 1 farm income. 

j. Changes in f k since 1910. 

k. Effect of the nd mining. 

l. Total produ vage earner. 

m. Size of mal nd form of ownership. 

n. Integration 

It was the o} that in publishing the results 
of the Thirteent had been laid upon the state 
than upon the su felt that from the standpoint of 
the public and of : classification unit of decreas- 
ing importance a stress upon the state seemed to the 
committee to be nsus practice prior to 1860, when 
the state was tl presentation of census results. 
While it was th to meet the local demand for sta- 
tistics for indiv ht be wise to continue the state 
supplement, it a incorporate all the state bulle- 
tins in the fina er hand, the committee believed 
that the omissio livision table from the main re- 
ports at the last 1 mistake and recommended that 
this table should Volume I of the final reports of 
the Fourteenth ¢ 

For these rea recommended collecting all the 
bulletins contain lation, agriculture, manufactures, 
and mining for eparate state bulletins and dispensing 
with the final vol population, agriculture, and manu- 
factures. The « rts from the final volumes would 


save a large sun 


REPORTS 


The Advisor) rious attention to the format of 
census reports a1 s subject directed the preparation 
of a paper upon which should review the general 
question of exte1 itions at the last three censuses 
and also discuss f distribution. This paper will be 
found as an app f the committee. The conclusions 
derived from the subject are embodied in Resolu- 
tion 31, and offe hing policy. 

Much discussi he relative merits of the octavo and 
quarto size as r i r the requirements of the census 
publications. In nion there was no question as to 
the superiority a avo size for reference and library 
use. The object ilways interfered to prevent a change 
has been the inc: sting census tables to the smaller 
size. For this 1 e concluded that the quarto size 
should be retained teenth Census, feeling it would be 


unwise in the m nd strain of the census period 
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to undertake an experiment which might prove disastrous. The mere 
time and thought required for readjustment would be a distinct loss 
to already well advanced work. It was believed, however, that at the 
close of the Fourteenth Census period and with the taking up of inter- 
censal special reports, the experiment as to the wisdom and effective- 
ness of the octavo as compared with the quarto size ought to be com- 
menced. Should it prove a failure in connection with one or more 
minor inquiry, the embarrassment, delay, and expense would be com- 
paratively small and would be well worth risking for the purpose of 
deciding upon the merits of the octavo size. On the other hand, if the 
latter should prove successful in connection with the minor reports, 
by the time the Fifteenth Census had arrived the bureau would have 
reached such familiarity with the smaller size and its difficulties as 
well as advantages that the change from quarto to octavo, if deemed 
advisable, could easily be made in connection with the next census 
reports. 

In order to reduce so far as possible the inconvenience of the larger 
size, the committee urgently recommended that the paper used in the 
reports of the Fourteenth Census should be much thinner than has 
been used in reports of former censuses, pointing out the practicability 
and advantages of paper having a weight per ream of not more than 
30 or 35 pounds, which would reduce the weight of the volumes by at 
least 25 per cent. Thus the reports of the Fourteenth Census, instead 
of being a bulky set of volumes, would be reduced by the practical 
elimination of text and the omission of certain state reports and still 
further by the use of thinner paper to a series of thin volumes easily 
handled and requiring comparatively little shelf space. This would 
be a boon to users and to libraries all over the country which should 
lead to the preservation of census reports where in the past their 
bulk has frequently prohibited their permanent retention. The com- 
mittee further advised the publication of a limited number of the 
Fourteenth Census reports on all rag paper for permanent library 
preservation. 


CHANGE oF Date or CENsus 


At the date of the first meeting of the committee, held February 10, 
1919, the new law covering the taking of the Fourteenth Census was 
being crowded through Congress during the last days of the session. 
This bill passed the Senate on the last day of February, passed the 
House on the third day of March, and was signed by the President on 
the same day. Had it been possible to propose amendments, the com- 
mittee might have advised fundamental changes in census inquiries and 
hence in schedules. By the time the committee was organized, how- 
ever, the bill had advanced too far to permit any consideration of its 
provisions. The new law directed a radical change in the date estab- 
lished for taking the census. All of the censuses prior to 1910 had 
been consistently taken as of June 1, but in order to meet changing 
conditions in cities due to the departure of large numbers of persons 
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to the country the census of 1910 was changed 
to April 1. A 1 unsatisfactory for securing agri- 
cultural retur stablished in the new law as the 
date for taking us. When the subject was dis- 
cussed at th mmittees on the census of both 
Houses, argun hange, especially the advantages 
resulting fron -y date for agricultural statistics, 
were regarded weighing the disadvantages. This 
was perhaps n which, had the committee been 
in existence « lvised a different decision, since 
the brief refer h were made at the first meet- 
ing of the con lerable skepticism as to the wisdom 
of the chang: practical aspects of the problem 
there will be equence of this change due to 
the fact that t tistics will make direct compari- 
sons between t and the Thirteenth, Twelfth, or 
any other cen differences in the dates or in 
the length of t is. <A greater objection, however, 
has developed change in date from April to Janu- 
ary is tending bureau, by adding to the cost of 
enumeration at owing to the difficulties of travel in 
the midst of 1 es the burden upon officials al- 
ready overburt sk of taking the census. 


LHI OF THE CENSUS 


At the reque the Census the committee made an 


effort to advise Assistant Director of the Census 
to be appointed took effect July 1. Many names 
were suggested hat every one of those who were 
proposed by tl ly oceupied elsewhere and unable 
to give consid f the bureau. Subsequently the 
department and to invite Mr. Wm. M. Steuart to 
become Assista Census. Being familiar with his 
excellent prev | of the census for many years and 
having confiden ill the position satisfactorily, the 
committee gave nomination. Mr. Steuart be- 
gan his work ¢ 1, with his knowledge of and ex- 
perience in census 1 an invaluable acquisition to the 
bureau in prepa nth Census. The position of As- 
sistant Director lways been a very difficult one. 
It is a tempor i nvolves supervision of permanent 
officials and em} 

In presenting ress it is appropriate to refer to 
certain phases hich have impressed the com- 


mittee. 
Some lack of n was shown by the Depart- 
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ment of Commerce in arranging for temporary accommodations in con- 
nection with the Fourteenth Census. According to the final adjust- 
ment the administrative offices remain in the permanent quarters of the 
bureau in the Department of Commerce Building at 19th Street and 
Pennsylvania Avenue, but the entire producing force, soon to number 
several thousand clerks, is located in part of a temporary war build- 
ing at 6th and B Streets, a mile and a half away. It is difficult to 
exaggerate the inconvenience and waste entailed by such an arrange- 
ment. All divisions of the bureau should be under one roof. It 
ought to be managed as an independent unit during the decennial 
census emergency. If this could not have been done, one of the war 
buildings nearer the department should have been secured. 

Possibly, in passing, the committee may be allowed also to criticise 
weakness shown by the bureau itself in delaying to begin in proper 
season preparations for the enumeration. Little was done until the 
assistant director was appointed and took office. This resulted in 
pressure and some delay. It should be noted, however, that the period 
intervening between the date when the decennial census appropriation 
became available and the date of the census is three months shorter 
than at the last census and six months shorter than at the Twelfth 
Census. 

Organization for the immense task of handling the field work and 
correspondence of the Population Census was also poor. At least one 
of the bureau divisions when next confronted by a decennial census 
enumeration should be completely reorganized by distribution of duties 
on the principle of modern business organizations of large magnitude. 
These, however, are details of administration for which the officials of 
the department or bureau naturally are responsible and were not and 
ought not be within the sphere of an advisory committee. 


ProspieMs oF THE FourTEENTH CENsus PERIOD 


No director of the census in the past in undertaking a decennial 
enumeration has been confronted with such problems of scarcity of 
labor and cost of work as have fallen to the lot of the present di- 
rector. Instead of receiving an excess of applications for employment 
on census work, he has encountered great difficulty in securing suitable 
supervisors and still greater difficulty in securing satisfactory enumer- 
ators in sufficient number. For the first time it has been found neces- 
sary to utilize the services of women in the latter activity. There are 
many localities in which the roll of the enumerators is still incomplete. 
To progress as far towards completing the quota as has been done, the 
bureau has been compelled to use the maximum compensation allowed 
by law for the payment of enumerators. It should be remembered, 
however, that the addition of only one cent to the per capita compen- 
sation allowed enumerators for taking the census represents an aggre- 
gate extra cost of more than one million dollars. At the outset the 
committee gave some attention to the matter of supervisors, and re- 
ceived the assurance of the director that it was the policy of the 
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bureau to sec n without consideration of politi- 
cal affiliations »t expect to insist on securing per- 
fection, but ha nt if, with its advice and encourage- 
ment, the bur ress in improving the personnel of 
supervisors. ‘| Massachusetts into eight supervisors’ 
districts in sul the past was criticised by the com- 
mittee and def t r as being in the interest of better 
administration rged with responsibility for the con- 
duct of the ec tee made no further criticism, feeling 
that he was tl peration for which he was himself 


responsible. 


INCI Census INFORMATION 

The occurre itly stimulated the demand for in- 
formation of a r relating to all manner of subjects. 
Much of this i vas a healthy growth indicating the 
increasing val i nnection with all manner of activi- 
ties. Hence, s ought to be encouraged. There 
should be, for te and accurate commercial census. 
A wealth of ir vast store of statistics relating to de- 
partment store ries, and all other leading trade 
activities could vhich already there is an insistent de- 
mand. The c 1 appeals from a number of sources 
to advocate the h data. There is also a demand for 
greater detail numeration in connection with in- 
quiries which a ed, such as those concerning speci- 
fied important 1in agricultural products and oper- 
ations. 

On the other r of the Census, while confronted 
with such dema yn problems of administration greatly 
increased even t his activities to exactly those which 
have been cust I horized by Congress; he must enu- 
merate a steadi lation. He is, indeed, about to in- 
clude in the cer ust twenty-five million more people 
with all their tics than did the director of the 
Twelfth Census eans an increase in twenty years of 
practically one tude of the task. He must secure 
an army of near! thousand persons to aid him, when 
labor cannot b r any known operation, public or 
private, except 1 compensation; yet the pay which 
the Census Bur: rate in the extreme. 

In the opinion « the time is not far distant when the 
detail which it ry to offer in connection with the 
census of the [ ve sharply curtailed because of the 
mere magnitude to the growth of population and in- 
dustry. It wou nize this fact and begin at an early 
date after the c Fourteenth Census a careful and sys- 


tematic study of which this curtailment can be ap- 
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plied. First, attention must be given to a number of tables, so as to 
oil secure a reduction which will cause the least loss and embarrassment 
Zi to the users of statistics. It is evident that the great increase in cost 
of which will unquestionably characterize the Fourteenth Census in com- 
s" mon with every other operation, public or private, at this period, if 
«dil it persists, will tend to hasten curtailment at some point. 
er 
n- Practicat UseruLNess oF THE Apvisory 
7 Ten months have now elapsed since the organization of the Advisory 
Committee and hence the beginning of its active coéperation with the 
Director of the Census. During this period the members have gladly 
contributed their time and best thought to the meetings. The actual 
cost to the government has been very small, covering only such travel- 
oil ling expenses as have been incurred, and a small part of the living 
Ss. expenses of members during meetings. The total outlay for a full 
ne year of committee activity will be considerably less than $1000. What 
- return has the bureau received for this investment and the time de- 
re voted by its officials to the demands of the advisory committee? Are 
s. there any concrete results to show for its labors? In short, has this 
dl joint advisory committee advanced the cause of closer coéperation 
le by proving to be of real service? 
e- The Director of the Census sums up his impression by saying that 
es the work of the committee thus far has been of much service to him. 
al He expresses the opinion that the members have formed an expert 
a- cabinet to which he was able to refer problems and from which he was 
i- certain to secure impartial advice. 
r= The Assistant Director says that the impression he has received from 
his own brief observation and the comment of others has been that the 
d committee has keyed up the officials of the bureau and steadied and 
y encouraged them by forming an expert court of the last resort. 
h Finally, the members of the committee themselves, who have given 
I- their time, frequently at much inconvenience, feel that it has been and 
= is an experiment worth while. To have advised and persuaded the 
le bureau to change the content policy with regard to census reports alone 
le will mark a great advance and, by the omission of text, should effect 
of the saving of a large sum. 
e Obviously the value of such an advisory body depends largely upon 
n three essentials—knowledge of the subject, faithful consideration, and 
ir attendance. In those three essentials the joint advisory committee of 
h the two Associations has not been lacking. The committee has pointed 
out to the director with much earnestness that he might make his ad- 
e ministration noteworthy and of special service to the federal govern- 
e ment and to the country by adopting such reasonable and far-reaching 
e reforms in content and mechanical form as have been outlined. His 
a response has been very cordial. 
y The committee has pleasure in reporting that during its brief ex- 
a istence it has conducted correspondence with representatives of various 
a independent organizations which have written to the committee for in- 
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CONSTITUTION OF THE AMERICAN 
ECONOMIC ASSOCIATION 


(As Revisep at THE ANNUAL Meetine, Decemser, 1919) 


ARTICLE I 
NaME 


This society shall be known as the American Economic Assocta- 
TION. 


ARTICLE II 


1. The encouragement of economic research, especially the histori- 
cal and statistical study of the actual conditions of industrial life. 

2. The issue of publications on economic subjects. 

8. The encouragement of perfect freedom of economic discussion. 
The Association as such will take no partisan attitude, nor will it com- 
mit its members to any position on practical economic questions. 


ARTICLE III 
MEMBERSHIP 


1. Any person interested in economic inquiry may, on the nomina- 
tion of a member, be enrolled in this Association by paying $5, and 
after the first year may continue a member by paying an annual fee 
of $5. 

2. On payment of $100 any person may become a life member 
exempt from annual dues. 

8. Foreign economists of distinction, not exceeding twenty-five in 
number, may be elected honorary members of the Association. 

4. Every member is entitled to receive, as they appear, all reports 
and publications of the Association. 


ARTICLE IV 


The officers of the Association shall be elected at the annual meet- 
ing and shall consist of a President, two Vice-Presidents, a Secretary, 
and a Treasurer, whose term of office shall be one year; a Managing 
Editor whose term of office shall be three years; six members of the 
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